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TUESDAY,  MARCH  8,  1983 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Subcommittee  on  Housing  and  Urban  Affairs, 

Washington,  D.C. 
The   subcommittee   met   at   10   a.m.,   in   room   SD-538,   Dirksen 
Senate  Office  Building,  Senator  John  G.  Tower  presiding. 

Present:  Senators  Tower,  Garn,  Heinz,  Riegle,  Sarbanes,  Dodd, 
Sasser,  and  Lautenberg. 

OPENING  STATEMENT  OF  SENATOR  TOWER 

Senator  Tower.  The  subcommittee  will  come  to  order. 

The  Subcommittee  on  Housing  and  Urban  Affairs  begins  its 
fiscal  year  1984  HUD  hearings  with  two  major  objectives  in  mind. 

First,  we  intend  to  take  every  step  necessary  to  support  the  hous- 
ing recovery  currently  underway.  It  has  been  demonstrated  fre- 
quently in  the  past  the  housing  industry  can  lead  the  way  out  of 
recession  and  provide  job  opportunities  in  greater  quantities  than 
almost  any  other  industry.  At  a  timely  hearing  on  the  health  of  the 
housing  economy  last  month,  the  full  committee  heard  evidence 
that  the  housing  sector  is  on  the  rebound  with  strong  vital  signs. 
The  patient,  however,  is  not  quite  out  of  intensive  care. 

This  week  we  will  explore  with  our  witnesses  the  steps  the  sub- 
committee should  take  to  sustain  that  recovery,  to  insure  that  ade- 
quate mortgage  money  is  available  at  affordable  rates,  and  to 
insure  that  we  take  precautions  to  hold  the  price  of  housing  at 
levels  that  do  not  destroy  the  dream  of  homeownership  for  every 
American. 

Second,  we  will  continue  to  meet  this  committee's  important 
budget  responsibilities,  while  at  the  same  time  compassionately 
serving  low-income  families  and  senior  citizens  who  are  ill  housed 
or  underhoused.  I  am  pleased  to  report  that  the  Banking  Commit- 
tee has  stated  that  the  assisted  housing  budget  cannot  be  cut  any 
more.  It  will  work  within  the  framework  of  the  fiscal  year  1983  ap- 
propriations level.  We  will,  however,  continue  the  work  we  began 
last  year  to  develop  a  housing  block  grant  which,  while  shortening 
the  length  of  Federal  dependence  for  assisted  housing  provides  in- 
creased flexibility  to  State  and  local  governments  to  deal  with  their 
own  specific  housing  needs. 

In  addition,  we  will  deal  with  the  issue  of  housing  affordability 
versus  housing  availability  with  respect  to  the  administration's 
proposal  for  a  housing  payment  certificate  or  voucher. 

(1) 


In  my  view,  these  are  a  few  of  the  crucial  issues  facing  the  hous- 
ing industry  during  the  98th  Congress.  I  have  served  on  the  Bank- 
ing Committee  for  all  of  my  Senate  career  since  1961  and  am  fully 
cognizant  of  the  importance  of  a  strong  housing  industry  to  a 
healthy  economy.  The  issues  which  the  subcommittee  will  address 
are  by  no  means  new  to  me,  and  they  are  ones  in  which  I  have 
taken  a  strong  interest  particularly  during  my  years  as  the  rank- 
ing minority  member  from  1971  to  1976,  and  over  an  even  longer 
period  of  time,  about  10  years,  as  the  ranking  minority  member  of 
the  Housing  and  Urban  Affairs  Subcommittee.  During  this  time  I 
was  pleased  to  cosponsor  much  landmark  legislation  in  the  housing 
field,  with  my  very  distinguished  colleague  and  former  chairman, 
John  Sparkman. 

As  we  begin  these  hearings,  we'll  move  forward  to  an  April  13  of 
the  HUD  authorization  bill.  It  is  my  intention,  with  the  coopera- 
tion of  my  colleagues  on  the  committee,  to  take  every  step  neces- 
sary to  see  that  a  bill  is  enacted  into  law  this  year.  Last  year's 
stalemate,  the  first  time  in  recent  memory,  was  unacceptable.  I  did 
ask  the  majority  leader  for  full  time  for  our  bill — as  soon  as  his 
schedule  permits,  I'll  be  prepared  to  meet  with  Mr.  Gonzalez — and 
enough  time  to  deal  with  the  equitability  and  effectively  with  even 
the  toughest  legislative  differences.  My  hope  is  that  the  House 
committee  will  not  again  entrap  themselves  into  legislative  propos- 
als which  it  cannot  even  get  onto  the  House  floor. 

STATEMENT  OF  SENATOR  HEINZ 

Senator  Heinz.  As  you  know,  Mr.  Secretary,  S.  586  is  a  bill  to 
direct  the  Secretary  of  Housing  and  Urban  Development  to  provide 
Federal  matching  funds  to  nonprofit  neighborhood  organizations 
which  raise  voluntary  charitable  contributions  from  individual 
businesses  and  charitable  organizations  in  their  neighborhoods. 

Since  October  of  last  year  when  I  first  introduced  this  legislation 
with  Senator  Hatfield,  I  have  worked  with  the  Neighborhood  Coali- 
tion, an  umbrella  organization  comprised  of  more  than  40  national 
groups,  the  Senate  and  House  Housing  Subcommittees,  and  the  ad- 
ditional Senate  cosponsors  to  refine  the  bill.  My  staff  has  also  been 
talking  with  officials  at  HUD  about  the  bill. 

This  new  version  highlights  the  two  principal  objectives  of  this 
demonstration  project. 

One,  to  achieve  tangible  improvements  in  neighborhoods  through 
public/private  partnership;  and 

Two,  to  foster  the  long-term  self-sufficiency  of  nonprofit  neigh- 
borhood development  organizations. 

It  is  important  to  note  that  the  neighborhood  organizations  must 
work  closely  with  local  government  to  assure  coordination  on  pro- 
posed activities.  With  this  requirement  in  the  bill  we  have  been  as- 
sured of  the  endorsement  of  the  National  League  of  Cities  and  the 
U.S.  Conference  of  Mayors. 

The  major  strengths  of  the  bill's  approach  are  as  follows: 

One,  the  bill  would  help  to  leverage  additional  private  sector  in- 
volvement in  lower  income  communities  by  providing  neighborhood 
organizations  with  a  pool  to  use  as  seed  money  for  development  ac- 
tivities. 


Two,  the  proposed  legislation  builds  upon  the  strengths  and  suc- 
cesses of  established  neighborhood  development  organizations  with 
a  proven  track  record  of  working  with  municipal  leadership.  It  does 
not  attempt  to  create  or  finance  new  entities. 

Three,  the  proposed  legislation  is  based  upon  principles — dear  to 
the  President — of  private  initiative,  self-help,  and  voluntarism.  No 
Federal  funds  would  be  disbursed  unless  neighborhood  groups  raise 
charitable  donations  from  residents  of  their  own  communities. 

Four,  the  proposed  legislation  minimizes  bureaucratic  redtape.  It 
establishes  a  simple  matching  process. 

Five,  the  proposed  legislation  supplements  and  reinforced  other 
recent  initiatives  to  strengthen  economic  development  in  low- 
income  communities.  In  particular,  the  proposed  bill  reinforces  the 
emphasis  on  neighborhood-based  economic  development  in  the  En- 
terprise Zone  proposals  and  provides  an  added  incentive  for  chari- 
table giving  by  lower  income  nonitemizing  taxpayers. 

The  Neighborhood  Development  Demonstration  Act  would  au- 
thorize several  hundred  demonstration  projects  over  3  years  in  dis- 
tressed areas. 

Selection  of  neighborhood  groups  would  be  based  on: 

One,  the  past  accomplishments  of  the  applicants. 

Two,  the  tangible  results  expected  by  the  applicants;  as  well  as 
geography,  community  population,  size,  and  neighborhood  econom- 
ic conditions. 

Eligibility  would  require  nonprofit  status,  a  representative  Gov- 
ernment board,  location  in  pockets  of  poverty,  and  a  plan  to  coordi- 
nate with  local  government. 

The  maximum  grant  would  be  $50,000  in  1  year  seed  money.  The 
ratio  of  Federal  money  to  match  locally  raised  funds  would  vary 
according  to  need. 

I  must  reemphasize  for  the  record,  that  the  ultimate  purpose  of 
this  bill  is  to  encourage  voluntarism  and  public/private  partner- 
ship on  behalf  of  better  neighborhoods. 

Several  States  (including  Pennsylvania  and  Missouri)  have  en- 
acted Neighborhood  Assistance  Act  legislation  which  provides  tax 
breaks  for  neighborhood  development  contributions  by  State  busi- 
nesses. 

This  initiative  at  the  Federal  level  would  directly  dovetail  with 
those  State  programs  and  others  aimed  at  improving  neighbor- 
hoods. 

This  program  would  require  an  authorization  of  only  $15  million 
for  the  entire  3-year  demonstration.  This  is  a  small  price  tag  for 
the  improvement  of  a  valuable  national  asset:  The  neighborhoods 
of  our  Nation's  cities. 

Mr.  Chairman,  before  asking  the  Secretary  of  HUD's  reaction  to 
this  initiative,  I  would  like  to  ask  unanimous  consent  that  state- 
ments by  the  Neighborhood  Coalition  and  Aetna  Life  and  Casual- 
ty's National  Urban  Neighborhood  Investment  program  be  includ- 
ed in  the  hearing  record.  (See  p.  199.) 

STATEMENT  OF  SENATOR  PAULA  HAWKINS 

Senator  Hawkins.  Mr.  Chairman,  I  commend  you  for  calling 
these  hearings  at  this  early  date.  It  is  essential  that  Congress  pass 


this  year  legislation  to  reauthorize  the  Housing  and  Community 
Development  programs.  A  continued  upturn  in  housing  construc- 
tion is  essential  for  our  economic  recovery.  You  have  my  full  sup- 
port in  your  effort  to  push  a  housing  bill  through  the  Banking 
Committee  this  April. 

I  support  the  administration's  objectives  to  provide  cost  effective 
housing  for  the  most  needy  in  our  society  and  to  assist  the  local 
communities  in  their  economic  development  activities.  I  feel  that  it 
is  important  to  bring  the  private  sector  into  a  more  prominent  role 
of  supplying  housing  for  all  Americans. 

I  am  pleased  that  HUD  is  recommending  the  continuation  of  the 
community  development  block  grant  and  urban  development  action 
grant  programs.  These  programs  are  cost  effective  and  give  the 
local  communities  the  flexibility  to  meet  their  housing  and  econom- 
ic development  needs. 

It  is  gratifying  that  HUD  is  proposing  to  continue  the  section  202 
direct  loan  program  which  has  been  successful  in  meeting  the 
housing  needs  of  the  elderly.  Our  senior  citizens  comprise  a  group 
in  the  most  need  of  housing  assistance. 

HUD's  efforts  to  make  better  use  of  the  Nation's  existing  hous- 
ing stock  and  to  increase  the  number  of  persons  benefiting  from 
the  low-income  housing  program  is  encouraging.  The  proposal  for  a 
market  approach  through  a  housing  payment  certificate  is  an  in- 
triguing one  that  I  will  be  examining  very  carefully. 

STATEMENT  OF  SENATOR  FRANK  R.  LAUTENBERG 

Senator  Lautenberg.  Mr.  Chairman,  Secretary  Pierce  and  my 
colleagues,  as  the  newest  member  on  this  side  of  the  aisle,  I  look 
forward  to  this,  my  first  opportunity  to  hear  the  legislative  propos- 
als of  HUD. 

As  a  freshman,  Mr.  Secretary,  I  have  been  observing  the  process 
here  and  pondering  our  mutual  responsibilities  to  citizens  of  New 
Jersey.  As  their  representative  in  this  committee,  the  needs  of  my 
State  are  upper  most  in  my  mind.  You,  too,  Mr.  Secretary,  repre- 
sent New  Jersey  as  you  do  all  States  as  an  appointee  of  the  Presi- 
dent. 

New  Jersey,  as  yesterday's  Washington  Post  notes,  contains  the 
poorest  city  in  the  Nation  and  another  one — Paterson,  where  I 
grew  up — in  the  top  five.  I  know  that  the  meaning  of  that  ranking 
is  not  lost  in  either  of  us.  There  are  all  too  many  citizens  in  my 
State  in  need  of  shelter  and  relief  from  rent  burdens  which  tax 
their  ability  to  provide  the  other  essentials  of  life. 

I  will  be  closely  examining  your  proposals  to  see  if  they  are  ade- 
quate in  terms  of  the  need  in  New  Jersey  and  across  the  Nation 
and  fair  in  terms  of  their  impact  on  those  most  in  need. 

It  is  my  hope  that  we  can  work  together  to  relieve  the  anxiety 
that  unemployment  has  brought  to  those  fearful  of  losing  their 
homes  and  their  hope.  I  want  to  work  with  you  to  develop  pro- 
grams for  the  future  which  meet  the  needs  of  a  changing  popula- 
tion. 

Thank  you  and  welcome. 

Senator  Tower.  Our  first  witness  this  morning  is  the  Honorable 
Samuel  R.  Pierce,  Secretary  of  Housing  and  Urban  Development. 


Mr.  Secretary,  we  would  hope  that  you  would  summarize  your 
statement.  We  will,  of  course,  include  your  full  statement  in  the 
record,  so  that  it  will  be  available  for  all  to  see.  But  in  the  interests 
of  time,  if  you  could  summarize  your  statement  to  give  us  more 
time  for  questions,  we  would  be  grateful. 

Mr.  Secretary,  you  may  proceed  as  you  see  fit.  Following  your 
testimony,  we  will  take  questions  from  the  members. 

STATEMENT  OF  SAMUEL  R.  PIERCE,  JR.,  SECRETARY, 
DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 

Secretary  Pierce.  Mr.  Chairman,  I  should  like  to  submit  a  writ- 
ten statement  for  the  record  and  make  some  remarks  at  this  time. 

Mr.  Chairman,  my  testimony  today  will  present  the  Depart- 
ment's legislative  program  for  fiscal  year  1984. 

First,  I  would  like  to  outline  the  goals  we  are  pursuing  on  behalf 
of  this  administation  and  the  American  people,  as  well  as  the 
methods  we  are  employing  to  achieve  them. 

Our  goals  are,  one,  to  provide  cost-effective  housing  for  the  most 
needy  in  our  society;  two,  to  further  equal  housing  opportunity  and 
work  toward  elimination  of  discriminatory,  practices,  and  to  pro- 
mote equal  opportunity  in  all  housing,  community  and  economic 
development  opportunities;  three,  to  encourage  home  ownership; 
and,  four,  to  assist  in  the  development  of  stronger  communities, 
while  delegating  to  State  and  local  governments  greater  responsi- 
bility for  planning  and  operating  their  own  community  and  eco- 
nomic development  activities. 

SIGNS  OF  PROGRESS 

We  have  made  important  progress  toward  these  goals.  Here  are 
some  of  the  signs  of  that  progress.  FHA  activity  has  hit  an  historic 
high.  We  had  the  greatest  number  of  actual  applications  ever  filed, 
in  November,  December  and  January,  for  an  annualized  rate  of 
over  1  million  applications  in  each  of  those  months.  We  have  con- 
tinued the  successful  role  of  GNMA,  which  provides  more  than 
three-fourths  of  the  financing  for  all  VA  and  FHA  mortgages.  The 
UDAG  program  has  been  redirected  to  stimulate  economic  develop- 
ment and  create  new  jobs,  in  the  past  2  years,  when  90,000  new 
jobs  were  created,  24,000  jobs  were  retained  and  $4.5  billion  in  pri- 
vate funds  invested  in  distressed  cities.  The  CDBG  program  was  re- 
vised to  allow  greater  local  flexibility  for  economic  development  ac- 
tivities, and  the  small  cities  program  is  being  run  successfully  in 
the  States  which  have  opted  to  administer  their  own  programs. 

We  developed  the  joint  venture  for  affordable  housing  to  bring 
the  cost  of  a  home  more  in  line  with  the  budget  of  the  American 
family.  Housing  costs  can  be  reduced  when  builders  and  developers 
cooperate  with  State  and  local  governments  to  reduce  unnecessary 
operations,  streamline  processes  and  encourage  the  kinds  of  hous- 
ing needed  for  today's  smaller  and  more  diverse  households.  We've 
already  documented  savings  of  as  much  as  20  percent  on  the  cost  of 
a  new  home.  We  have  advanced  further  in  meeting  our  fair  hous- 
ing and  equal  opportunity  objectives,  and  have  expanded  upon  the 
way  we  approach  these  issues. 


In  the  past  2  years  the  number  of  State  and  local  agencies  au- 
thorized to  process  fair  housing  complaints  has  increased  from  38 
to  69  on  the  voluntary  side,  to  assist  us  in  monitoring  evaluating 
affirmative  marketing  agreements.  We  have  increased  the  number 
of  community  housing  resource  boards  in  the  last  2  years  by  44 
percent.  We  are  encouraging  and  establishing  greater  minority 
business  and  black  college  participation  in  the  whole  range  of  HUD 
activities.  In  fiscal  year  1982  alone,  we  awarded  over  $1  million  in 
contracts  and  grants  to  historically  black  colleges  and  universities. 

Indeed,  we  have  made  progress. 

Our  legislative  proposals  for  fiscal  year  1984  have  helped  us  to 
continue  our  progress  and  can  extend  assistance  to  even  more  of 
those  whose  housing  needs  have  yet  to  be  met.  Through  extensive 
research  and  program  experience,  we  know  now  that  the  single 
most  prevalent  housing  problem  of  the  poor  in  most  communities  is 
affordability,  not  availability.  Good  quality  housing  or  housing  for 
which  only  minor  repairs  are  necessary  is  widely  available,  but  it 
costs  too  much  for  those  we  need  to  serve.  That  is  the  problem  we 
must  address. 

HOUSING  PAYMENT  CERTIFICATES 

We  propose  housing  payment  certificates  which  help  poor  people 
afford  good  housing  in  the  broader  community.  This  proposal  is  the 
most  humane,  most  socially  positive  and  cost-effective  housing  pro- 
gram we  could  offer  for  your  consideration.  Here's  how  it  works.  A 
housing  payment  certificate  is  a  piece  of  paper  issued  by  a  local 
public  housing  authority  to  a  family  or  individual  eligible  for  hous- 
ing assistance.  The  certificate  enables  the  family  to  shop  for 
decent,  safe  and  sanitary  rental  housing  and  guarantees  payment 
to  the  landlord  for  a  portion  of  the  rent.  The  certificate  offers  a 
shopping  incentive.  The  family  receiving  assistance  may  choose  the 
amount  of  its  income  it  desires  to  spend  for  shelter,  as  well  as 
where  it  wishes  to  reside.  HUD  will  pay  the  difference  between  the 
30  percent  of  the  family's  adjusted  gross  income  and  a  reasonable 
rent  level.  The  family  may  choose  to  rent  for  less  than  the  stand- 
ard level  and  pocket  the  savings  or  is  free  to  spend  more,  should  it 
choose  to  do  so. 

Housing  certificates  have  a  number  of  advantages.  Families  can 
choose  where  they  want  to  live  and  can  move  to  less  segregated 
neighborhoods.  New  construction  often  perpetuates  segregation. 
Prospective  tenants  negotiate  with  landlords  just  like  other  fami- 
lies shopping  for  housing.  Certificates  can  help  improve  the  hous- 
ing stock.  Under  the  section  8  existing  housing  program,  75  percent 
of  units  failed  initial  inspections  for  repair.  And  made  available  for 
low  income  families,  certificates  mean  a  more  efficient  use  of  limit- 
ed Federal  funds. 

The  current  costs  are  running  about  one-third  of  that  of  new  con- 
struction units. 

Finally,  we  are  increasing  housing  opportunities  for  lower 
income  families. 

If  our  proposals  are  accepted,  80,000  additional  families  will  re- 
ceive housing  assistance  through  existing  housing  stock  in  fiscal 


year  1984.  Existing  housing  is  the  most  efficient  and  the  quickest 
way  we  can  provide  housing  assistance  to  the  poor. 

An  adequate  level  of  private  investment  in  multi-family  housing 
is  necessary  to  make  this  system  work,  and  our  legislative  initia- 
tives will  help  the  private  sector  make  that  investment.  Of  course, 
in  some  cases,  direct  support  for  construction  and  rehabilitation  of 
housing  is  needed.  We  offered  several  proposals  to  address  these 
cases  to  make  better  use  of  the  Nation's  existing  supply  of  rental 
units  and  to  provide  low  income  family  housing  assistance. 

We  are  resubmitting  our  proposal  for  a  rental  rehabilitation  pro- 
gram. We  propose  a  funding  level  of  $150  million  to  rehabilitate  ap- 
proximately 30,000  rental  units.  The  rental  rehab  program  is  de- 
signed to  leverage  private  investment,  allow  more  local  level  deci- 
sionmaking and  provide  housing  units  for  certificate  participants, 
all  at  less  cost  to  taxpayers.  Local  governments  will  target  assist- 
ance to  low-income  neighborhoods,  where  at  least  80  percent  of  the 
rehab  units  will  be  affordable  and  available  for  very  low-income 
families  assisted  through  housing  certificates. 

Some  communities  may  need  new  construction.  We  propose  to 
help  meet  this  need  by  allowing  residential  new  construction  as  an 
eligible  activity  of  the  community  block  grant  program.  Such  new 
housing  will  be  targeted  in  accordance  with  the  program's  objec- 
tives. We  anticipate  that  the  use  of  CDBG  funds  for  new  construc- 
tion will  occur  only  where  there  is  exceptional  need  and  where 
local  governments  are  using  or  seeking  additional  ways  to  solve 
their  communities'  housing  problems. 

We  know  it's  difficult  for  our  elderly  and  handicapped  citizens  to 
get  safe  and  affordable  housing,  especially  on  a  fixed  income.  We 
propose  continuing  the  section  202  direct  loan  program,  which  has 
been  very  successful  in  meeting  our  needs.  Our  fiscal  year  1984 
budget  requests  $476  million  in  loan  authority  for  about  10,000  new 
units  for  the  elderly  or  handicapped.  The  elderly  will  also  partici- 
pate in  the  proposed  certificate  program,  and  the  shared  housing 
concept  supported  by  many  elderly  groups  can  be  accommodated 
under  it. 

We  also  propose  providing  mortgage  insurance  to  manufactured 
home  parks  which  are  exclusively  for  elderly  occupancy. 

INDIAN  HOUSING  PROGRAM 

Early  on,  I  made  a  commitment  to  address  the  significant  and 
unique  problems  of  Indian  housing  on  reservations  and  engaged  in 
wide-ranging  discussions  within  the  administration  on  that  issue. 
To  meet  Indian  housing  needs,  our  1984  legislative  package  in- 
cludes a  major  initiative  based  on  two  primary  programs,  an 
Indian  housing  program  and  the  Indian  community  development 
block  grant  program.  The  cornerstone  of  the  Indian  housing  pro- 
gram will  be  the  use  of  single-family  FHA  insurance.  This  insur- 
ance will  make  ownership  available  to  Indians  who  do  not  present- 
ly have  access  to  private  financing,  due  to  the  unique  status  of 
Indian  trust  lands. 

HUD  is  also  requesting  an  authorization  of  $76  million  in  budget 
authority  for  its  Indian  housing  program.  These  funds  will  be  used 
to  facilitate  the  construction  and  supporting  infrastructure  needs 
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of  1,500  homes  and  to  make  certificates  available  for  very  low- 
income  families.  Specifically,  the  program  will  allow  a  breakdown 
of  capital  costs  to  insure  that  low-income  families  will  be  able  to 
afford  their  monthly  mortgage  payments.  In  addition,  very  low- 
income  families  will  be  allowed  to  rent  newly  constructed  units 
through  the  use  of  housing  maintenance  certificates  tied  to  those 
units  for  a  15-year  period. 

The  Indian  community  block  grant  is  the  second  program,  and  it 
will  be  funded  from  the  President's  Discretionary  Fund.  We  would 
increase  that  fund  by  $44  million  with  new  construction  becoming 
an  eligible  activity  for  a  total  funding  level  of  $75  million  to  Indian 
tribes.  This  is  the  first  time  that  funds  will  have  been  earmarked 
specifically  for  Indians  in  the  CDBG  program.  If  the  entire  $44  mil- 
lion increase  were  used  for  new  construction,  we  estimate  approxi- 
mately 1,500  new  units  could  be  provided,  in  addition  to  those  pro- 
vided under  the  housing  program. 

Of  course,  tribes  would  be  able  to  use  these  grants  for  all  activi- 
ties currently  eligible  under  CDBG.  In  short,  tribes  would  have  a 
full  range  of  options  in  using  funds  from  both  proposed  programs 
to  meet  their  housing  and  community  needs. 

Public  housing  in  this  country  is  a  valuable  resource,  and  we  are 
committed  to  make  the  best  use  of  it  for  low-income  families.  I  pro- 
pose to  improve  public  housing  by  putting  into  the  hands  of  public 
housing  directors,  both  the  funds  they  need  to  maintain,  and  im- 
prove their  projects  and  the  flexibility  they  need  to  make  the  most 
of  those  funds.  I  propose  a  single  grant  to  cover  both  operating 
costs  and  replacement  reserves  to  keep  housing  structures  in  good 
condition.  To  determine  the  amount  needed  for  the  combined  grant 
to  each  housing  authority,  we  have  looked  at  the  amount  private 
owners  of  rental  housing  use  to  operate,  maintain,  and  improve 
their  properties.  Under  our  proposal  we  will  adopt  that  system  for 
our  public  authorities,  using  the  section  8  existing  fair  market 
rents  as  the  basis  for  determining  the  maximum  subsidy. 

Using  fair  market  rents  for  public  housing  will  insure  that  over 
time  public  housing  funding  reflects  changes  in  the  costs  of  provid- 
ing people  with  rental  housing.  It  will  enable  public  housing  au- 
thority directors  to  manage  their  projects  well  on  the  basis  of  as- 
sured and  flexible  funding  amounts. 

I  recognize,  of  course,  that  the  public  housing  stock  still  has  a 
backlog  of  repair  and  replacement  needs,  and  I  have  included  $3.5 
billion  in  my  budget  over  the  next  4  years  for  transition  modern- 
ization added  to  amounts  already  appropriated.  These  transition 
modernization  funds  are  intended  to  repair  the  public  housing 
stock  and  make  it  more  energy  efficient.  Housing  authorities  will 
receive  transition  modernization  funds  at  the  same  time  they'll  be 
receiving  a  combined  grant  for  operating  subsidies  and  replace- 
ment needs.  This  will  enable  them  to  build  up  reserve  for  future 
repairs  and  improvements,  as  well  as  maintain  their  housing  proj- 
ects in  good  condition  in  the  future. 

This  administration  believes  that  the  role  of  the  FHA  in  the 
future  should  be  to  provide  mortgage  credit  to  those  unserved  or 
underserved  by  the  private  market  and  that  FHA  should  resume 
its  role  as  a  market  innovator.  Many  of  this  year's  legislative  ini- 
tiatives will  make  mortgage  credit  more  affordable  by  low-  and 


moderate-income  families  and  first-time  home  buyers  by  eliminat- 
ing program  restraints  and  constraints,  reducing  monthly  pay- 
ments during  the  early  years  of  the  mortgage  or  by  other  means. 

ALTERNATIVE  MORTGAGE  INSTRUMENTS  AVAILABLE 

In  addition  to  several  alternative  mortgage  instruments  already 
available  under  FHA,  which  include  graduated  payment  mort- 
gages, shared  equity  mortgages,  we  propose  authorization  for  FHA 
to  insure  adjustable  rate  mortgages  and  shared  appreciation  mort- 
gages for  single-family  housing. 

We  also  propose  eliminating  the  special  conditions  of  existing 
law  which  limit  the  availability  of  mortgage  insurance  for  individu- 
al condominium  units  and  increased  loan  limits  for  manufactured 
homes  and  lots  under  the  title  I  insurance  program. 

This  will  expand  homeownership  options  for  low-  and  moderate- 
income  families.  Through  these  activities,  FHA  will  support  home- 
ownership  of  all  types — for  those  in  single-family  housing,  condo- 
miniums, and  manufactured  housing. 

I  also  propose  extending  the  use  of  graduated-payment  mortgages 
and  share  appreciation  mortgages  to  multifamily  programs. 

We  intend  to  make  multifamily  programs  more  attractive  so 
they  will  continue  to  provide  an  FHA  insurance  resource  in  those 
communities  where  the  private  sector  needs  additional  help. 

Finally,  I  propose  that  interest  rates  on  virtually  all  FHA  mort- 
gage loans  be  negotiated  between  the  borrower  and  the  lender, 
without  the  administrative  interest  rate  ceiling  required  by  present 
law. 

Consistent  with  our  goal  to  assist  the  development  of  viable  com- 
munities, we're  seeking  a  3-year  authorization  of  $3.5  billion  each 
year  for  community  development  block  grant  programs  in  the 
fiscal  years  1984,  1985,  and  1986.  This  authorization  level  will  pro- 
vide the  same  level  of  support  as  in  1983  for  community  develop- 
ment activities  under  both  the  entitlement  and  State  small  cities 
program. 

In  addition,  as  mentioned  previously,  we  seek  an  increase  in  the 
level  of  CDBG  assistance  for  Indian  tribes. 

The  State  small  cities  block  grant  program  is  working  well. 
States  have  developed  their  programs  in  a  variety  of  ways  to  meet 
their  communities'  needs. 

One  highlight  is  the  way  States  are  using  the  program  to  expand 
opportunities  for  new  jobs  and  to  establish  new  linkages  with  the 
private  sector. 

During  fiscal  year  1983,  we  expect  as  many  as  48  of  the  50 
States,  plus  Puerto  Rico,  to  operate  the  program.  We  are  there  pro- 
posing mandatory  State  administration  of  this  program. 

Considering  such  wide  participation  by  States,  it  is  increasingly 
less  cost-effective  for  HUD  to  maintain  a  standby  capability  in 
areas  of  rulemaking,  staffing,  training,  and  travel. 

We  also  request  a  3-year  authorization  of  $196  million  in  fiscal 
year  1984  and  $440  million  each  year  in  fiscal  years  1985  and  1986 
for  the  urban  development  action  grant  program. 
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The  reauthorization  requests,  together  with  funds  deferred  from 
1983,  would  provide  a  constant  funding  level  of  $440  million  for  se- 
verely distressed  cities  and  urban  counties  during  this  period. 

The  Department  has  proposed  a  legislative  amendment  to  re- 
quire that  all  cities  with  populations  of  under  50,000  apply  for 
urban  development  action  grants  from  the  25-percent  set-aside 
fund  now  reserved  for  small  cities  which  are  not  central  cities  in 
an  NSA. 

This  will  make  competition  more  equitable,  by  placing  cities  of 
similar  size  and  capacity  in  the  same  category  for  funding  pur- 
poses. 

The  Department  seeks  reauthorization  and  expansion  of  the 
urban  homesteading  program  in  1984.  A  $12  million  program  is 
proposed,  with  a  multifamily  component  of  $3  million.  This  pro- 
gram has  successfully  utilized  existing  housing  stock  to  provide 
homeownership  and  has  resulted  in  the  preservation  and  revitaliza- 
tion  of  many  neighborhoods. 

Under  our  proposal,  localities  would  have  the  flexibility  to  trans- 
fer multifamily  properties  with  five  or  more  dwelling  units. 

Abandonment  of  small  rental  properties  is  a  particularly  serious 
problem  in  many  localities,  and  a  transfer  of  these  multifamily 
properties  to  homesteading  use  would  alleviate  this  problem. 

As  the  President  stated  in  his  State  of  the  Union  address,  I  hope 
we  can  work  together  to  create  new  incentives  for  jobs  and  oppor- 
tunity. 

In  this  light,  the  administration  is  proposing,  in  a  separate  pack- 
age, enterprise  zone  legislation,  which  focuses  on  dealing  with  the 
economic  distress  of  our  Nation's  cities.  The  purpose  of  the  pro- 
gram is  twofold: 

To  create  jobs  in  depressed  areas,  particularly  jobs  for  disadvan- 
taged workers  and  long-term  unemployed  individuals; 

And  to  redevelop  and  to  revitalize  the  zone  areas  themselves. 

Under  the  proposed  legislation,  a  maximum  of  75  zones  will  be 
approved  during  the  first  3  years  of  the  program.  At  least  one-third 
of  these  zones  will  be  in  the  rural  areas. 

Enterprise  zones  offer  long-term  hope  for  job  creation  and  revi- 
talization  of  distressed  cities  and  rural  towns. 

This  legislation  will  not  be  before  your  committee.  Its  subject 
matter  is  so  pertinent  to  your  concerns  I  urge  you  to  encourage  ex- 
pedited action  by  the  Finance  Committee  and  the  Senate  on  the  ad- 
ministration's bill. 

Mr.  Chairman,  this  concludes  my  remarks.  I  look  forward  to 
working  with  you  and  your  committee  to  achieve  early  passage  of 
an  authorization  bill  this  year. 

[The  complete  statement  of  Mr.  Pierce  follows.] 
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STATEMENT  OF 
SECRETARY  SAHUEL  R-    PIERCE.   JR. 
DEPARTMENT   OF   HOUSING  AIJD  URBAN  DEVELOPMENT 

Intropuctiqn 

Mr-  Chairman.  1  am  pleased  to  appear  before  the  Subcommittee  today 
and  to  present  the  fiscal  year  1984  legislative  package  for  the  department 
OF  Housing  and  Urban  Development. 

The  key  objectives  of  the  Department  addressed  in  major  provisions  of 

our  SUBrUSSION  ARE: 

—  to  provide  cost  effective  housing  for  the  most  needy  in  OUR  SOCIETY. 

—  TO  ENSURE  fair  HOUSING  AND  EQUAL  OPPORTUNITIES. 

—  to  encourage  homeownership;  and 

—  to  assist  in  the  development  of  stronger  communities 
while  delegating  to  state  and  local  governments  greater 
responsibility  for  planning  and  operating  their  own  community 
and  economic  development  activities. 

Housing  for  Low  Income  Families:  The  Certificate  Approach 

Prior  to  1981.  the  Federal  Government  sought  to  solve  the  problems 
OF  providing  housing  for  the  poor  mainly  by  constructing  new  buildings. 

UNDER  the  assumption  THAT  THE  PROBLEM  WAS  A  SHORTAGE  OF  HOUSING. 

Bipartisan  recognition  of  the  failures  of  the  Section  8  New  Construction 

PROGRAfI  has  triggered  A  SEARCH  FOR  BETTER  WAYS  TO  HOUSE  THE  POOR. 
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Based  on  extensive  research  and  program  operation^  we  believe 
that  in  most  communities  the  major  housing  problem  of  the  poor  is  housing 

AFFORDABILITY,  NOT  HOUSING  AVAILABILITY-   GoOD  QUALITY  HOUSING,  OR  HOUSING  ON 
WHICH  ONLY  MINOR  REPAIRS  ARE  NECESSARY,  IS  WIDELY  AVAILABLE,  BUT  IT  COSTS  TOO 

much  to  be  affordable  to  the  poor* 

Rather  than  addressing  the  housing  needs  of  the  poor  through  a  large  and  costly 

HOUSING  production  PROGRAM,  WE  ARE  PROPOSING  A  PROGRAM  WHICH  ADDRESSES  THE  ISSUE 
OF  AFFORDABILITY  OF  HOUSING  FOR  THE  POOR-   OUR  PROPOSAL  FOR  HOUSING  PAYMENT  CERTIFICATES 
HELPS  POOR  PEOPLE  AFFORD  GOOD  HOUSING  IN  THE  BROADER  COMMUNITY,  NOT  ISOLATED  IN 
PROJECTS-   We  CONSIDER  THIS  PROPOSAL  THE  MOST  HUMANE,  MOST  SOCIALLY  POSITIVE  AND 
COST-EFFECTIVE  MEANS  OF  MEETING  THE  SHELTER  NEEDS  OF  OUR  NATION'S  POOR- 

ThE  CONCEPTS  BEHIND  THE  CERTIFICATE  PROGRA/^  ARE  STRAIGHT-FORWARD: 

0  A  Housing  Payment  Certificate  is  a  piece  of  paper  issued  by 
A  local  public  housing  authority  to  a  family  or  an  individual 

ELIGIBLE  for  HOUSING  ASSISTANCE- 

0  The  CERTIFICATE  ENABLES  THE  FAMILY  TO  SHOP  FOR  DECENT,  SAFE 
AND  SANITARY  RENTAL  HOUSING  AND  GUARANTEES  PAYMENT  TO  THE 
LANDLORD  FOR  A  PORTION  OF  THE  RENT- 

0  'The  CERTIFICATE  OFFERS  A  "SHOPPING  INCENTIVE-"  ThE  FAMILY 
RECEIVING  ASSISTANCE  MAY  CHOOSE  THE  AMOUNT  IT  DESIRES 
TO  SPEND  FOR  SHELTER,  AS  WELL  AS  WHERE  IT  WISHES  TO  RESIDE- 
HUD  WILL  PAY  THE  DIFFERENCE  BETWEEN  '501   OF  THE  FAMILY'S 
ADJUSTED  GROSS  INCOME  AND  A  REASONABLE  RENT  LEVEL  FOR  A 
GIVEN  AREA-   ThE  FAMILY  MAY  CHOOSE  TO  RENT  FOR  LESS  THAN 
THIS  STANDARD  LEVEL  AND  POCKET  THE  SAVINGS,  OR  IT  IS  FREE  TO 
SPEND  MORE,  SHOULD  IT  SO  CHOOSE- 
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We  believe  our  proposal  for  Housing  Payments  Certificates  has  a  number 
OF  advantages  over  other  approaches- 

Certificates  allow  families  to  choose  where  they  want  to  live  rather 
than  forcing  them  into  certain  buildings-  hud's  research  shows  that^  while 

THE  population  IN  NEW  CONSTRUCTION  PROJECTS  MIRRORS  THE  RACIAL  COMPOSITION  OF 
SURROUNDING  NEIGHBORHOODS,  ( IN  SOME  CASES  PERPETUATING  SEGREGATION),  FAMILIES 
HAVE  USED  CERTIFICATES  TO  MOVE  TO  LESS  SEGREGATED  NEIGHBORHOODS-   BECAUSE 
RENT  LEVELS  ARE  SUBJECT  TO  NEGOTIATION  BETWEEN  PROSPECTIVE  TENANTS  AND 
THEIR  LANDLORDS,  TENANTS  ARE  TREATED  LIKE  OTHER  FAMILIES  SHOPPING  FOR  HOUSING- 
CERTIFICATES  CAN  ALSO  HAVE  AN  EFFECT  ON  IMPROVING  THE  HOUSING  STOCK-  HUU 
PROGRAM  EVALUATIONS  FOUND  THAT  UNDER  THE  CURRENT  SECTION  8  EXISTING  HOUSING  CERTIFICATE 
PROGRAM,  APPROXIMATELY  50  PERCENT  OF  THE  UNITS  SELECTED  FAILED  INITIAL  INSPECTIONS- 
AbOUT  75  PERCENT  OF  THOSE  UNITS  WERE  REPAIRED  (aT  COSTS  LESS  THAN  $200  PER  UNIT)  AND 
MADE  IMMEDIATELY  AVAILABLE  FOR  LOWINCOME  FAMILIES- 
CERTIFICATES  ARE  A  MUCH  LESS  EXPENSIVE  WAY  OF  PROVIDING  HOUSING  ASSISTANCE 
TO  LOW-INCOME  FAMILIES-   A  CERTIFICATE  COSTS  ABOUT  ONE'THIRD  THE  AMOUNT  OF 
A  NEWLY  CONSTRUCTED  UNIT  ($157  PER  MONTH  A  UNIT  COMPARED  TO  $450)-   ThUS, 
CERTIFICATES  MEAN  MORE  EFFICIENT  USE  OF  LIMITED  FEDERAL  FUNDS- 

FlNALLY,  LET  ME  EMPHASIZE  THAT  UNDER  THIS  PROGRAM  WE  WOULD 
INCREASE  HOUSING  OPPORTUNITIES  FOR  LOWER-INCOME  FAMILIES-   We 
WOULD  INCREASE  THE  NUMBER  OF  FAMILIES  RECEIVING  HOUSING  ASSISTANCE 
THROUGH  EXISTING  HOUSING  STOCK  BY  80,000  IN  FISCAL  YEAR  1984- 
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We  are  convinced  that  relying  on  existing  housing  is  the  most  expeditious 

AND  efficient  WAY  OF  PKOVIDING  HOUSING  ASSISTANCE  FOR  THE  POOR-   ThIS  APPROACH^ 
MOREOVER^  RECOGNIZES  THE  NEED  FOR  AN  ADEQUATE  LEVEL  OF  PRIVATE  INVESTMENT  IN 
MULTIFAMILY  HOUSING  AND  OUR  LEGISLATIVE  INITIATIVES  WILL  ENHANCE  THE  ABILITY 
OF  THE  PRIVATE  SECTOR  TO  ADDRESS  THAT  NEED-   We  ALSO  RECOGNIZE^  HOWEVER,  THAT 
THERE  ARE  SOME  CIRCUMSTANCES  IN  WHICH  DIRECT  SUPPORT  FOR  CONSTRUCTION  AND 
REHABILITATION  OF  HOUSING  IS  NEEDED-   We  ARE  THEREFORE  OFFERING  SEVERAL 

proposals  to  address  these  circumstances- 
Rental  Rehabilitation 

In  ORDER  to  MAKE  BETTER  USE  OF  THE  I^TIOn's  EXISTING  SUPPLY  OF 
rental  HOUSING  UNITS  AND  TO  PROVIDE  LOWINCOME  HOUSING  ASSISTANCE,  WE 
RECOGNIZE  THE  NEED  TO  REHABILITATE  SOME  OF  THAT  STOCK-   As  A  VITAL  PART 
OF  OUR  LEGISLATIVE  PACKAGE,  THE  DEPARTMENT  IS  RESUBfllTTING  ITS  PROPOSAL 
FOR  AUTHORIZING  A  RENTAL  REHABILITATION  PROGRAM  AT  A  FUNDING  LEVEL  OF  $150 
MILLION  TO  REHABILITATE  APPROXIMATELY  30,000  RENTAL  UNITS-  ThIS  PROPOSAL  IS 

an  essential  element  in  our  program  to  help  produce  decent  and  affordable 
rental  housing  for  families  assisted  through  housing  certificates- 

This  is  a  new  approach  to  coordinating  production  subsidies  with 

RENTAL  assistance-   In  CONTRAST  TO  THE  SECTION  8  NeW  CONSTRUCTION  PROGRAM, 

the  Rental  Rehabilitation  program  is  designed  to  leverage  private  investment, 

ALLOW  more  decisionmaking  AT  THE   LOCAL  LEVEL,  MINIMIZE    FEDERAL    INTERVENTION 
AND  CONTROL,  AND   PROVIDE  HOUSING  UNITS  FOR  CERTIFICATE  RECIPIENTS—ALL  AT 
A  MUCH  LOWER  COST  TO  TAXPAYERS- 
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The  design  of  the  Rental  Rehabilitation  program  is  simple: 

0  The  federal  government  will  provide  grants  to  state  and  lxal  governments 
on  a  formula  basis. 

0  These  governments,  will  in  turn  design  their  own  programs  to  use  these 
grants  in  a  number  of  ways-  They  can  operate  their  rehabilitation 
activities  through  a  loan  program  or  they  can  provide  grants  to  sponsors 

.FOR  rehabilitating  THESE  STRUCTURES- 

0  Local  and  State  governments  may  choose  to  supplement  their  Federal  Rental 
Rehabilitation  funds  with  other  federal  monies  ~  for  example  CDBG  funds 
—  OR  they  can  leverage  private  investment  for  rehabilitating  these 

RENTAL  dwellings-   1n  ANY  CASE,  LEVERAGING  IS  ASSURED  SINCE  RENTAL 

rehabilitation  subsidies  will  not  exceed  half  the  cost  of  the 
rehabilitation- 

0  Rehabilitation  assistance  will  be  targeted  to  low  income  neighborhoods 
where  at  least  80  percent  of  the  rehabilitated  units  will  be  affordable 

and  AVAILABLE  FOR  VERY  LOW-INCOME  FAMILIES  ASSISTED  THROUGH  THE  HOUSING 

Certificate  Payment  Program- 
New  Construction  Activities  through  Community  Development  Block  Grants 

For  some  comz-iunities,  reliance  solely  on  the  use  of  existing  housing 

STOCK  may  not  enable  THEM  TO  ADDRESS  THEIR  LOWER  INCOME  HOUSING  ASSISTANCE 
NEEDS-   For  THESE  LOCALITIES,  NEW  CONSTRUCTION  MAY  BE  NECESSARY  IN  ORDER  TO 
RESPOND  TO  SPECIAL  LOCAL  HOUSING  COICITIONS-  ACCORDINGLY,  THE  DEPARTMENT 
PROPOSES  TO  ALLOW  RESIDENTIAL  NEW  CONSTRUCTION  AS  AN  ELIGIBLE  ACTIVITY  UNDER 

THE  Community  Developmei*t  Block  Grant  program- 
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Our  proposal  is  not  submitted  with  the  intent  of  creating  a  Housing 
Construction  program  within  the  current  Community  Development  Block  Grant 
PROGRAM.  It  is  simply  to  permit  communities  to  become  directly  involved  in  what 
they  have  already  been  able  to  do  through  subgrantees-  Thus,  cities  will  be 
provided  flexibility  to  tailor  their  housing  approaches  more  effectively 
to  their  specific  needs,  in  a  manner  consistent  with  our  other  efforts  to  reduce 

PRESCRIPTIVENESS  and  federal  intrusion-  bRANTEES  WHICH  CHOOSE  TO  USE  SOME  OF 
their  BLOCK  GRANT  FUNDS  FOR  NEW  CONSTRUCTION  WOULD  BE  FREED  FROM  CUMBERSOME 
ADMINISTRATIVE  REQUIREMENTS  RESTRICTING  NEW  CONSTRUCTION  UNDER  THE  CURRENT  LAW- 

New  HOUSING  undertaken  with  Community  Development  Block  Grant  funds  would  be 
targeted  in  accordance  with  the  objectives  of  the  program- 

Meeting  the  Housing  Needs  of  the  Elderly 

We  ARE  acutely  AWARE  OF  THE  UNIQUE  NEEDS  OF  OUR  ELDERLY  AND  HANDICAPPED 

citizens  obtaining  safe  and  affordable  housing,  usually  on  a  fixed  income- 
Therefore,  1  am  proposing  a  continuation  of  the  Section  202  Direct  Loan  program, 

WHICH  has  been  very  SUCCESSFUL  IN  MEETING  THE  HOUSING  NEEDS  OF  THE  ELDERLY- 

The    FY  1984  budget  requests  $475  million  in  loan  authority  for  about  10,000 

NEW  units   for  the   ELDERLY  OR  HANDICAPPED- 

1n  ADDITION,  THE   ELDERLY  WILL  PARTICIPATE    IN   THE    PROPOSED  CERTIFICATE 
PROGRAM,  AND  WILL  BENEFIT   FROM  THE  CHOICE  OF  UNITS  AVAILABLE  UNDER   THAT 
PROGRAfI-      flOREOVER,  THE    SHARED  HOUSING   CONCEPT,  WHICH  MANY  ELDERLY  GROUPS 
SUPPORT,   CAN  BE  ACCOIVIODATED  UNDER   THE  CERTIFICATE   PROGRAM- 
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Our  legislative  proposals  also  include  authority  to  provide  mortgage 
insurance  in  connection  with  the  development  or  rehabilitation  of 
manufactured  home  parks  which  are  designed,  constructed  and  managed 
exclusively  for  elderly  occupancy-  recent  surveys  indicate  that  about 
one-third  of  all  manufactured  homes  are  occupied  by  older  persons; 
however,  manufactured  home  park  facilities  for  elderly  homeowners  are 
often  in  short  supply  due  to  a  lack  of  new  construction  and  the  phasing- 
OUT  OF  OLDER  PARKS.   ThIS  LEGISLATIVE  CHANGE  WOULD  MAKE  MORTGAGE  CREDIT 

more  readily  available  for  the  development  or  rehabilitation  of  park  facilities 
for  the  elderly- 

Finally,  we  have  proposed  a  limited  Home  Equity  Conversion  Demonstration 
Program-  This  authority  will  permit  us  to  insure  Reverse  Mortgages  (RHs) 
and  Reverse  Annuity  [Iortgages  (RAMs)  for  elderly  homeowners  who  are  "house 
rich",  but  "cash  poor"-  The  result  of  these  mortgage  instruments  will  be  to 
supplement  the  monthly  incomes  of  participating  homeowners,  and  be  available  to 
meet  emergency  housing  and  related  needs- 

Indian  Housing 

Early  in  my  tenure  at  HUD,  the  sIGNIFICAt^lT  and  unique  problems  of  Indians 

WERE  brought  TO  MY  ATTENTION-   I  MADE  A  COMMITMENT  AT  THAT  TIME  TO  DO  SOMETHING 

about  THESE  PROBLEMS  AND  ENGAGED  IN  WIDE-RANGING  DISCUSSIONS  WITHIN  THE  ADMINISTRATION 

ABOUT  Indian  Housing- 

OUR  1984  LEGISLATIVE  PACKAGE  INCLUDES  TWO  APPROACHES  FOR  ADDRESSING  THE  InDIAN 

Housing  and  infrastructure  needs  —  an  Indian  Housing  program  and  an  Indian 
Community  Development  Block  Grant  program- 
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A  CORNERSTONE  OF  THE  INDIAN  HOUSING  PROGRAM  WILL  BE  THE  USE  OF  SINGLE  FAMILY 

FHA  INSURANCE-  This  insurance  will  make  homeownership  available  to  Indians  who 
DO  not  presently  have  access  to  private  financing,  as  do  other  Americans,  due 
TO  the  unique  status  of  Indian  trust  lands- 

In  addition  to  this  insurance,  HUD  is  reuuesting  an  authorization  of  $76  million 
in  Budget  Authority  for  its  Indian  Housing  program-  These  funds  will  be  used  to 
facilitate  the  construction  and  supporting  infrastructure  needs  of  1500  homes  and 
to  make  certificates  available  for  very  low  income  families-  Specifically,  the 
program  will  allow  a  write  down  of  capital  costs  to  ensure  that  low-income  families 
will  be  able  to  afford  their  monthly  mortgage  payments-  Also,  very  low-income 
families  will  be  allowed  to  rent  units  through  the  use  of  Housing  Payment  Certificates 

TIED  TO  newly-constructed  UNITS- 

The  second  program,  the  Indian  Community  Development  Block  urant  program, 
will  be  funded  from  the  Secretary's  Discretionary  Fund,  which  would  be  increased  by 

$44  MILLION,  with  new  CONSTRUCTION  BECOMING  AN  ELIGIBLE  ACTIVITY,  FOR  A  TOTAL 
FUNDING  LEVEL  OF  $75  MILLION  TO  INDIAN  TRIBES-   ThIS  IS  THE  FIRST  TIME  THAT 

funds  will  have  been  earmarked  specifically  for  indians  in  the  community 
Development  Block  Grant  prograji-  We  estimate  that  if  the  entire  increased 
amount  —  $44  million  ~  were  used  for  new  construction,  approximately  1500  new 
units  could  be  provided  in  addition  to  those  provided  under  the  housing  program- 

TrIBES  would  BE  ABLE  TO  USE  THESE  GRANTS  TO  FUND  ALL  OF  THE  ACTIVITIES 
CURRENTLY  ELIGIBLE  UNDER  COMMUNITY  DEVELOPMENT  BlOCK  GrANTS  SUCH  AS 
REHABILITATION,  ECONOMIC  DEVELOPMENT,  AND  VARIOUS  PUBLIC  IMPROVEMENT  EFFORTS- 

As  in  THE  Community  Development  Block  Grant  program  for  other  grantees,  tribes 

WOULD  BE  ABLE  TO  USE  BLOCK  GRANT  FUNDS  TO  PROVIDE  VARIOUS  FORMS  OF  ASSISTANCE- 
FOR  EXAMPLE,  FUNDS  COULD  BE  USED  TO  FINANCE  "bUY-DOWNS*  OF  MORTGAGE  INTEREST 
RATES,  TO  PROVIDE  WATER  AND  SEWER  FACILITIES  AND  TO  MAKE  GRANTS- 
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In  short,  tribes  would  have  a  full  range  of  options  in  using  funds 
from  both  proposed  programs  to  meet  their  housing  and  community  development 

NEEDS- 

Public  Housing 

RjBLic  Housing  in  this  country  is  a  valuable  resource  and  the  Department 
IS  committed  to  enhancing  this  resource  for  low-income  families-  Consistent 
with  my  desire  to  maximize  the  efficient  use  of  existing  housing,  hud  has 
carefully  reviewed  its  manner  of  administering  the  Public  Housing  program 
and  proposes  a  new  funding  system- 
Operating  costs  for  public  housing  authorities  have  increased  from  $28 
million  in  1970  to  the  almost  $1-3  billion  required  in  Federal  operating 
subsidies  in  1983-  The  current  PFS  formula  has  been  biployed  since  the 
MiD-1970's.  Unfortunately,  use  of  the  formula  has  not  led  to  its  intended 
results-  Because  it  is  based  on  historical  costs,  the  formula  has  rewarded 
inefficiencies-  Also,  even  with  the  enormous  increase  in  funding  for  Operating 
Subsidies  Public  Housing  Authorities  have  not  been  able  to  manage  both  the 
day-to-day  demands  of  their  projects  and  take  care  of  the  repairs  and  replacements 

NEEDED  for  THE  SMOOTH  OPERATION  OF  ANY  PROJECT- 

ThE  APPROACH  I  AM  PROPOSING  FOR  IMPROVING  PUBLIC  HOUSING  ~  FOR 
MAKING  IT  A  GOOD  PLACE  FOR  PEOPLE  TO  LIVE  AND  KEEPING  IT  THAT  WAY  ~ 
IS  TO  PUT  INTO  THE  HANDS  OF  PUBLIC  HOUSING  DIRECTORS  BOTH  THE  FUNDS 
THEY  NEED  TO  MAINTAIN  AND  IMPROVE  THEIR  PROJECTS  MC  THE  FLEXIBILITY  THEY 
NEED  TO  MAKE  THE  MOST  UF  THOSE  FUNDS-   INSTEAD  OF  A  MODERNIZATION  PROGRA/I 
SEPARATE  FROfI  OPERATING  SUBSIDIES,  HUD  PROPOSES  A  SINGLE  GRANT  TO 
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EACH  HOUSING  AUTHORITY.   ThIS  GRANT  WOULD  COVER  BOTH  OPERATING  COSTS  AND 
THE  FUNDING  NEEDED  FOR  MAINTENANCE,  ROl/TINE  REPAIRS,  AND  MAJOR  REPAIRS 
AND  REPLACEMENTS  THAT  MUST  BE  MADE  TO  HOUSING  STRUCTURES  TO  KEEP  THEM  IN 
GOOD  CONDITION  AS  THEY  GROW  OLDER- 

To  DETERMINE  THE  AMOUNT  DEEDED  FOR  THE  COMBINED  GRANT  TO  EACH  HOUSING 
AUTHORITY,  WE  HAVE  LOOKED  OUTSIDE  THE  CURRENT  PATTERNS  OF  SPENDING  ON  PUBLIC 
HOUSING  AND  LOOKED  INSTEAD  AT  THE  AMOUNT  PRIVATE  OWNERS  OF  RENTAL  HOUSING  USE  TO 
OPERATE,  MAINTAIN  AND  IMPROVE  THEIR  PROPERTIES-   WE  KNOW  THAT  IN  THE  RENTAL 

marketplace  the  rents  charged  by  owners  reflect  the  costs  of  mortgage 
payments,  routine  maintenance,  capital  relacements  and  a  return  on  investments- 
Under  our  proposed  system  we  will  adapt  that  system  for  our  Public  Housing 
Authorities,  using  the  Section  8  Existing  Fair  Market  Rents  (which  are  the 

SAME  as  the  payment  STANDARDS  FOR  THE  NEW  HOUSING  PAYMENT  CERTIFICATE  PrOGRAM) 
as  the  BASIS  FOR  DETERMINING  THE  MAXIMUM  SUBSIDY- 

Fair  flARKET  Rents  are  set  on  the  basis  of  extensive  survey  data  about 

LOCAL  housing  CONDITIONS  AND  CHANGES  IN  MARKET  RENTS-   UsiNG  FaIR  MaRKET 

Rents  for  public  housing  will  redxe  the  likelihood  of  budget  disputes,  requests 
for  supplemental  appropriations,  and  other  problems  which  have  plagued  the 
current  funding  system.  Public  Housing  Authority  Directors,  for  their  part, 
will  be  able  to  manage  their  projects  well  on  the  basis  of  assured  and  flexible 
funding  amounts- 
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I  RECOGNIZE,  OF  COURSE,  THAT  THE  PUBLIC  HOUSING  STOCK  STILL  HAS  A 
BACKLOG  OF  REPAIR  AND  REPLACEMENT  NEEDS  WHICH  HAVE  RESULTED  FROM  A  SYSTEM  IN 
WHICH  PUBLIC  HOUSING  AUTHORITIES  HAVE  NOT  AUTOMATICALLY  RECEIVED  FUNDS  TO 
MEET  THESE  NEEDS-  ThAT  IS  WHY  MY  BUDGET  INCLUDES  $3.5  BILLION  OVER  THE  NEXT 
FOUR  YEARS  FOR  TRANSITION  MODERNIZATION-   ADDED  TO  AMOUNTS  ALREADY  APPROPRIATED, 
THESE  TRANSITION  MODERNIZATION  FUNDS  ARE  INTENDED  TO  REPAIR  THE  PUBLIC 
HOUSING  STOCK,  WHERE  FEASIBLE,  AND  TO  MAKE  IT  MORE  ENERGY  EFFICIENT-   ThE 
LATTER  IS  ESPECIALLY  IMPORTANT,  SINCE  ENERGY  COSTS  CONTRIBUTE  SIGNIFICANTLY  TO 
HIGH  OPERATING  COSTS  IN  MANY  PUBLIC  HOUSING  PROJECTS- 

At  the  SAME  TIME  THAT  THIS  TRANSITION  MODERNIZATION  PROGRAM  IS  AVAILABLE, 
HOUSING  AUTHORITIES  WILL  ALREADY  BE  RECEIVING  A  COMBINED  GRANT  FOR  OPERATING 
SUBSIDIES  AND  REPLACEMENT  NEEDS-   ThEY  WILL,  THEREFORE,  BE  ABLE  TO  BUILD 

up  reserves  for  future  repairs  and  improvements  and  be  able  to  maintain  their 
housing  projects  in  good  condition  in  the  future- 

This  reform  of  public  housing  funding  is  not  a  budget-cutting  exercise- 
As  A  matter  of  fact,  we  are  asking  for  more  money  than  we  would  have  for  the 
old  Performance  Funding  System  for  Operating  Subsidies-  After  several  years, 
the  new  funding  system  will  start  saving  money  compared  with  a  continuation  of 
separate  operating  subsidies  and  moderization  programs-  I  AM  willing  to  ask 

you  for  these  extra  funds  at  the  outset  because  1  FIRMLY  BELIEVE  THAT  THIS 
REFORM  WILL  RESULT  IN  BETTER  PUBLIC  HOUSING  FOR  THE  FAMILIES  WHICH  LIVE  THERE- 

New  Directions  for  FHA 

This  Administration  believes  that  the  role  of  the  FHA  in  the  future 

SHOULD  BE  TO  PROVIDE  MORTGAGE  CREDIT  TO  THOSE  WHO  ARE  UNSERVED  OR  UNDERSERVED 
BY  THE  PRIVATE  MARKET,  AND  TO  RESUME  ITS  ROLE  AS  AN  INNOVATOR  IN  THE  HOUSING 
MARKET- 


22 


In  our  single-family  insurance  programs  we  are  targeting  FHA  toward  these 

PEOPLE  —  that  is,  low-  AND  MODERATE- INCOME  FAMILIES,  FIRST-TIME  HOMEBUYERS, 
AND  THOSE  INTERESTED  IN  PURCHASING  IN  INNER  CITY  AREAS- 

IIaNY  OF  THIS  year's  LEGISLATIVE  INITIATIVES  ARE  DIRECTED  TOWARD  MAKING 
MORTGAGE  CREDIT  MORE  AFFORDABLE  BY  LOW  AND  MODERATE  INCOME  FAMILIES  AND 
FIRST-TIME  HOMEBUYERS  ~  BY  ELIMINATING  PROGRAM  CONSTRAINTS  OR  REDUCING 
MONTHLY  PAYMENTS  DURING  THE  EARLY  YEARS  OF  THE  MORTGAGE,  OR  OTHER  MEANS- 

For  EXAMPLE,  ONE  OF  OUR  LEGISLATIVE  PROPOSALS  WILL  LOWER  DOWNPAYMENTS 

for  those  most  in  need  of  modest-cost  housing-  .  . 

Several  alternative  mortgage  instruments  such  as  Graduated  Payment 

flORTGAGES  (GPfls),  ShARED  EqUITY  ftoRTGAGES  (SEMs),  AND  GROWING  EqUITY  ^bRTGAGES 
(GDIs)  ARE  ALREADY  AVAILABLE  UNDER  THE  FHA-   WE  PROPOSE  EXPANDING  THESE  EXISTING 
MORTGAGE  PLANS  WITH  OTHERS  TO  MAKE  FINANCING  MORE  READILY  AVAILABLE  AND  AFFORDABLE, 
PARTICULARLY  TO  THOSE  TARGET  GROUPS  NOT  WELL  SERVED  BY  THE  PRIVATE  SECTOR- 

InCLUDED  IN  MY  PROPOSALS  ARE  THE  FOLLOWING: 

0  Permanent  authority  to  insure  Adjustable  Rate  Hortgages  (ARIls)  for 

SINGLE  family  HOMES,  WHERE  THE  MORTGAGE  INTEREST  RATE  IS  ADJUSTED 

annually  in  accordance  with  a  national  INDEX-  Under  current  practice, 

USE  of  THIS  INSTRUMENT  GENERALLY  RESULTS  IN  REDUCED  INITIAL  INTEREST 
RATES  FOR  HOMEBUYERS- 
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0  Authority  to  insure  Shared  Appreciation  Mortgages  (SAIIs)  for  single- 
family  HOUSING^  IN  WHICH  THE  LENDER  REDUCES  THE  INTEREST  RATE  IN 
RETURN  FOR  A  SHARE  IN  ANY  FUTURE  APPRECIATION  IN  THE  PROPERTY'S 
VALUE.   In  ADDITION,  HOMEBUYERS  MAY  TAKE  ADVANTAGE  OF  THE  GENERALLY 

lower  interest  rates  available  when  the  mortgage  term  is  less 
than  30  years- 

0  Eliminating  the  special  conditions  of  existing  uw  which  limit  the 
availability  of  mortgage  insuratce  for  individual  condominium  units- 
'  Presently,  HUD  may  insure  such  units  only  if  the  project  is  more  than 
A  year  OLD,  OR  was  FHA-insured  when  constructed,  or  has  been  VA-approved, 
OR  has  less  than  12  UNITS-  In  addition,  the  unit  must  be  acquired  for 
the  borrower's  own  use  or  occupancy,  and  not  more  than  four  insured 
units  may  be  owned  by  any  borrower-  Eliminating  these  conditions  will 

RESULT  IN  expanded  HOMEOWNERSHIP  OPPORTUNITIES  IN  CONDOMINIUM  DEVELOPMENT 

and  will  also  simplify  the  processing  requirements- 
0    Authority  to  co-insure  mortgages  for  the  purchase  and  construction 

OF  single-family  "shell  homes,"  in  which  HOMEBUYERS  CONTRIBUTE  THEIR 

own  labor  to  the  completion  of  their  homes  in  order  to  reduce  the 
mortgage  amount  and  make  homeownership  more  affordable- 

0    Increased  loan  limits  for  manufactured  homes  and  lots  under  the 
Title  I  insurance  program,  thereby  expanding  the  homeownership 
options  for  low-  and  moderate- income  families-    The  maximum  loan 
limit  would  be  increased  to  $40,500  for  both  single-wide  and  double- 
wide  manufactured  homes,  $13,500  for  lots-    This  $54,000  combination 

FOR  loans  and  lots  COULD  BE    INCREASED  BY  UP  TO  ONE-THIRD,    IN  ORDER 
to  benefit  AREAS  WHERE  THE   HIGHER  COSTS  OF  LAND  ACQUISITION  AND 
SITE  DEVELOPMENT  ARE  THE  MAJOR   FACTORS  LIMITING  THE   USE  OF  THE 

Title  I  program- 
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Through  these  activities,  FHA  will  support  homeownership  of  all  types— 
for  those  in  single-family  houses,  in  condomimiums  and  in  manufactured 
housing. 

1  previously  mentioned  in  my  testimony  that  we  expect  to  enhance 
the  availability  of  flulti family  mortgage  credit,  given  the  enactment  of 

SOME  OF  OUR  LEGISLATIVE  INITIATIVES-   In  THIS  REGARD,  SEVERAL  OF  THE 
MORTGAGE  INSTRUMENTS  PROPOSED  FOR  SINGLE-FAMILY  HOMEBUYERS  WILL  ALSO  BE 
MADE  AVAILABLE  FOR  MULTIFAMILY  DEVELOPMENT-   In  THIS  REGARD,  I  AM  PROPOSING 
EXTENDING  THE  USE  OF  GRADUATED  fbRTGAGE  PAYMENTS  AND  SHARED  APPRECIATION 
fbRTGAGES  TO  MULTIFAMILY  PROGRAMS-   We  INTEND  TO  MAKE  MULTIFAMILY  PROGRAMS 
MORE  ATTRACTIVE,  PARTICULARLY  IN  THOSE  COMMUNITIES  WHICH  NEED  NEW  HOUSING 
AND  WHERE  THE  PRIVATE  SECTOR  NEEDS  THE  ADDITIONAL  HELP  THAT  CAN  COME  OUT  OF 
FHA  INSURANCE  AND  THE  SECONDARY  MORTGAGE  MARKETS  THAT  IT  BRINGS  WITH  IT- 

1  SHOULD  NOTE  THAT  OUR  EFFORTS  IN  MANY  CASES  LOOK  TO  THE  PRIVATE  MARKET 
FOR  EXAMPLES  OF  EFFICIENCY-   In  THIS  REGARD,  AND  AS  PART  OF  THIS  REDIRECTION 

effort  for  fha,  i  am  proposing  that  interest  rates  on  virtually  all  fha 
mortgage  loans  be  negotiated  between  the  borrower  and  the  lender,  without 
the  administrative  interest  rate  ceiling  required  by  present  law- 
Over  the  years,  the  perception  has  developed  that,  by  setting  a  ceiling, 

FHA  DETERMINES  OR  CONTROLS  INTEREST  RATES-   ThIS  IS  SIMPLY  NOT  THE  CASE- 
FHA  MORTGAGES,  LIKE  OTHER  MORTGAGES,  ARE  SOLD  TO  INVESTORS  AT  MARKET  YIELDS, 
AND  THESE  INVESTORS  DISCOUNT  THE  LOAI^S  TO  INCREASE  THE  YIELD  TO  THAT  AVAILABLE 
ON  ALTERNATIVE  INVESTMENTS-   ThESE  DISCOUNT  "POINTS"  CANNOT  LEGALLY  BE  CHARGED 
DIRECTLY  TO  THE  BORROWER;  RATHER,  THEY  ARE  PASSED  ON  INDIRECTLY,  IN  THE  SALES 
PRICE  CHARGED  BY  THE  SELLER-   ThE  CHANGE  I  AM  PROPOSING  WILL  PERMIT  THE  LENDER 
AND  THE  BORROWER  TO  NEGOTIATE  THE  INTEREST  RATE,  AND  WILL  ELIMINATE  THE  NEED 
FOR  THE  BUILDER  OR  SELLER  TO  PAY  THESE  EXCESSIVE  DISCOUNT  POINTS  IN  ORDER  TO 
CLOSE  THE  GAP  BETWEEN  ACTUAL  MARKET  RATES  AND  THE  FHA  CEILING- 
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Fair  Housing  and  Equal  Upportunity 

Fair  Housing  and  Equal  Opportunity  is  something  to  which  I  am  personally 
committed  and  the  department  intends  to  continue  its  systematic  efforts 
to  insure  equal  opportunity  and  fair  housing  in  fiscal  years  1983  and  1984' 

The  Department  is  actively  working  to  eliminate  discrimination  in  the 

HOUSING  market-   SiNCE  THE  ADMINISTRATION  TOOK  OFFICE,  MORE  THAN  $5  MILLION 
HAS  BEEN  PROVIDED  TO  STATE  AND  LOCAL  GOVERNMENTS  FOR  THEIR  ENFORCEMENT 

OF  Federal  housing  objectives-  There  has  been  a  marked  increase  in  state  and 

LOCAL  PROCESSING  OF  FAIR  HOUSING  COMPLAINTS  AND  THE  NUMBER  OF  STATES  AND 
LOCAL  AGENCIES  RECOGNIZED  BY  HUD  —  AS  HAVING  ESSENTIALLY  EQUIVALENT  FAIR 
HOUSING  CODES  TO  TiTLE  VIII  —  HAS  INCREASED  FROM  38  TO  59,  WITH  SEVERAL  MORE 
EXPECTED  TO  ENTER  THE  PROGRAM  IN  THE  NEAR  FUTURE- 

UUR  ADMINISTRATION  RECOGNIZES  THAT  A  BALANCED  VOLUNTARY  AND  STATUTORY 
PROGRAM  FOR  DEVELOPING  AND  ENFORCING  THE  NATION'S  FAIR  HOUSING  STANDARDS 
WILL  ULTIMATELY  MEET  WITH  THE  GREATEST  SUCCESS-   THEREFORE,  HUD  HAS  MOVED 
TO  INCREASE  LXAL  VOLUNTARY  ACTIONS  THROUGH  THE  EXPANSION  OF  THE  NUMBER 

OF  Community  Housing  Resource  Boards  by  ^  percent  in  the  last  two  years- 
These  Boards  assist  the  Department  in  monitoring  and  evaluating  affirmative 
marketing  agreements  which  members  of  the  housing  industry  have  signed- 
We  have  succeeded  in  increasing  the  number  of  participating  lxal 
realtor  associations  by  nearly  one-third  in  the  last  two  years-  Further, 
WE  are  continuing  to  improve  the  processing  of  individual  and  systemic 
complaints  of  housing  discrimination-  In  addition,  we  believe  the 
establishment  of  our  certificate  pro6Ra;i  will  expand  fair  housing 
opportunities  by  providing  greater  choice  in  the  type  and  location  of 
housing-  The  Department  will  continue  to  seek  additional  means  to 

ENFORCE  OUR   NaTION's   FAIR   HOUSING   LAWS- 
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&1PHAS1S  WILL  ALSO  CONTINUE  TO  BE  PLACED  BY  HUD  ON  HELPING  MINORITY  COLLEGES 
AND  BUSINESSES  TO  PARTICIPATE  IN  FEDERAL,  STATE  AND  LOCAL  GOVERNMENT 
ACTIVITIES-   For  example,  awards  to  SMALL  AND  DISADVANTAGED  BUSINESSES  IN 
1983  WILL  INCREASE  BY  13.4  PERCENT  OVER  1982-   HUD  CONTINUES  TO  BE  THE 
TOP-RANKING  FEDERAL  AGENCY  IN  TERMS  OF  DEPOSITS  WITH  MINORITY  BANKS- 

I  HAVE  ALSO  TAKEN  ACTION  TO  ASSIST  HISTORICALLY  BlACK  COLLEGES  BY 
INCREASING  THEIR  AWARENESS  OF  GOVERNMENT  PROCUREMENT  PROCESSES,  BY  AWARDING 
TO  THEM  OVER  $1  MILLION  IN  CONTRACTS  AND  GRANTS  IN  FY  1982  ALONE,  AND  BY 
AWARDING  11  COMPETITIVE  GRANTS  TO  HIGHLY  QUALIFIED  BlACK  COLLEGES  AND 
UNIVERSITIES  SO  THAT  THEY  CAN  DELIVER  NEEDED  TECHNICAL  ASSISTANCE  TO 
THEIR  COMMUNITIES- 


CONSI STENT  WITH  OUR  OBJECTIVE  OF  ASSISTING  IN  THE  DEVELOPMENT  OF  VIABLE 
COMMUNITIES,  THE  DEPARTMENT  IS  SEEKING  A  THREE  YEAR  REAUTHORIZATION  OF  $3-5 
BILLION  EACH  YEAR  FOR  THE  COMMUNITY  DEVELOPMENT  BlOCK  GrANT  PROGRAM  IN 

Fiscal  Years  1984,  1985,  and  1986-  This  authorization  level  will  provide 

THE  same  level  OF  SUPPORT  AS  IN  1983  FOR  COMMUNITY  DEVELOPMENT  ACTIVITIES 
UNDER  BOTH  THE  ENTITLEMENT  AND  STATE  SMALL  CiTIES  PROGRAMS-   In  ADDITION, 

as  mentioned  previously,  we  seek  an  increase  in  the  level  of  community 
Development  Block  Grant  assistance  for  Indian  Tribes- 
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In  addition  to  the  previously  mentioned  community  development  proposals 

AFFECTING  HOUSING  SUCH  AS  RENTAL  REHABILITATION,  AND  NeW  CONSTRUCTION  AS  AN 
ELIGIBLE  ACTIVITY  WITH  COMMUNITY  DEVELOPMENT  BlOCK  GrANTS,  WE  ARE  ALSO 
RECOMMENDING  A  NUMBER  OF  TECHNICAL  CHANGES  IN  THE  BlOCK  GrANT  PROGRAM-   We 

believe  these  changes  will  improve  the  efficiency  and  capacity  of  the 
Block  Grant  program  to  assist  lxalities  in  meeting  their  community 

DEVELOPMENT  NEEDS,  FOSTER  LOCAL  ACCOUNTABILITY  IN  THE  USE  OF  BlXK  GrANT 
funds,  and  CORRECT  OR  AVOID  PR0BLB1S  IN  THE  GRANT  ALLOCATION  AND  REALLOCTIOH 
PROCESS- 

The  State  Small  Cities  Block  Grant  PROGRAfi  is  working  well-  States  have 
developed  their  programs  in  a  variety  of  ways  to  meet  the  needs  of  their 
communities-  One  highlight  is  the  way  states  are  using  the  Community 
Development  Block  Grant  program  to  expand  opportunities  for  new  jobs  and 
to  establish  new  linkages  with  the  private  sector.  Coordination  with  other 
Federal  and  State  programs  has  improved  and  federal  red  tape  has  been  redxed- 
States  are  actively  involving  local  elected  officials  in  shaping  the  design 

and  implementation  of  the  PROGRAfi-   ThEY  ARE  ALSO  CONTINUING  TO  USE  A  SIGNIFICANT 
portion  of  their  FUNDS  FOR  MORE  TRADITIONAL  ACTIVITIES  SUCH  AS  PUBLIC 
FACILITIES  AND  HOUSING  REHABILITATION- 

DuRiNG  Fiscal  Year  1983  we  expect  as  many  as  48  of  the  50  States, 
PLUS  Puerto  Rico,  to  operate  the  program-  We  are,  therefore,  proposing 

mandatory  state  ADMINISTRATION  OF  THIS  PROGRAM,  RECOGNIZING  IT  AS  A  KEY 
ELEMENT  IN  THE  NeW  FEDERALISM-   1n  LIGHT  OF  THE  WIDE  PARTICIPATION  BY  STATES, 
IT  IS  INCREASINGLY  LESS  COST  EFFECTIVE  FOR  HUD  TO  MAINTAIN  A  STANDBY  CAPABILITY 
IN  AREAS  OF  RULEMAKING,  STAFFING,  TRAINING,  AND  TRAVEL-   WiTH  THE  SUCCESS  OF 

THE  State  program  to  date  and  its  increasing  popularity,  it  has  become  clear 

THAT  IT  IS  no  longer  NECESSARY  OR  APPROPRIATE  FOR  THE  FEDERAL  GOVERNMENT  TO 
administer  the  PROGRAM  AS  AN  ALTERNATIVE  TO  STATE  OPERATION- 
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Urban  Development  Action  Grants 

The  Department  is  also  requesting  a  three  year  authorization  of  $195 
MILLION  IN  Fiscal  Year  1984  and  W'lO  million  each  year  in  Fiscal  Years  1985 
and  1986  FOR  THE  Urban  Development  Action  Grants  program-  The  reauthorization 

REQUEST,  together  WITH  FUNDS  DEFERRED  FROM  1983,  WOULD  PROVIDE  A  CONSTANT 

FUNDING  LEVEL  OF  $440  MILLION  FOR  DISTRESSED  CITIES  AND  URBAN 

COUNTIES  DURING  THIS  PERIOD-   ThIS  FUNDING  WILL  PROMOTE  ECONOMIC  RECOVERY 

through  stimulation  of  commercial  and  industrial  development- 

The  Department  has  proposed  a  legislative  amendment  to  require  that 

ALL  CITIES  WITH  POPULATIONS  UNDER  50,000  APPLY  FOR  UrBAN  DevELOMENT  AcTION 

Grants  from  the  25  percent  set-aside  fund  now  reserved  for  small  cities 

WHICH  ARE  NOT  CENTRAL  CITIES  IN  AN  MSA-   ThIS  PROPOSAL  WILL  MAKE 

competition  FOR  Urban  Development  Action  Grant  funding  more  equitable  by 

PLACING  cities  OF  SIMILAR  SIZE  AND  CAPACITY  IN  THE  SAME  CATEGORY  FOR  FUNDING 
PURPOSES- 

The  Action  Grant  program  is  one  of  the  few  federal  efforts  targeted 
TO  distressed  cities  and  to  economic  development  projects  in  these  cities 
which  provide  jobs,  increase  the  tax  base  and  result  in  extensive 
revitalization-  Assistance  is  available  only  to  communities  which 
qualify  on  the  basis  of  severe  economic  distress  either  for  the  community 
AS  a  whole  or  in  a  specially  designated  "Pocket  of  Poverty-"  Eligible 

CITIES  must  also  HAVE  DEMONSTRATED  RESULTS  IN  PROVIDING  HOUSING  FOR  LOW" 
AND  MODERATE- INCOME  PERSONS  AND  EQUAL  OPPORTUNITY  IN  HOUSING-   UrBAN 

Development  Action  Grant  funds  tend  to  be  targeted  further  with  over  602 
of  grant  funds  awarded  to  eligible  cities  ranking  in  the  top  40%  on 

DISTRESS  INDICATORS-   ThE  UrBAN  DEVELOPMENT  AcTION  GRANT  PROGRAM  IS  THE  ONLY 
FEDERAL  PROGRAM  WHICH  REQUIRES  PRIVATE  FINANCIAL  COMMITMENT  BEFORE  FEDERAL 
DOLLARS  ARE  SPENT,  THUS  INSURING  BENEFITS  FOR  DISTRESSED  CITIES  FAR  IN  EXCESS 
OF  FEDERAL  FUNDS  EXPENDED- 
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Urban  Homesteading 

The  Department  seeks  reauthorization  and  expansion  of  the  Urban 
Homesteading  program  in  ISS^.  A  $12  million  program  is  proposed^  with 

A  MULTIFAMILY  COMPONENT  OF  $3  MILLION*   ThIS  PROGRAM  HAS  SUCCESSFULLY 
utilized  existing  HOUSING  STOCK  TO  PROVIDE  HOMEOWNERSHI P  AND  HAS 

resulted  in  the  preservation  and  revitalization  of  many  neighborhoods- 

The  Department  proposes  to  build  on  the  successful  single-family 
program  allowed  in  all  communities  approved  for  urban  homesteadlng 
funding-  Under  this  proposal,  localities  would  have  the  flexibility 
to  transfer  multifamily  properties  with  five  or  more  dwelling  units- 
Abandonment  of  small  rental  properties  is  a  particularly  serious 
problem  in  many  localities-  transfer  of  these  multifamily  properties 
under  this  proposal  would  alleviate  this  problem  by  allowing  for  the 
development  of  new  homesteading  concepts  for  hud-held  and  locally 
acquired  multifamily  properties- 

Enterprise  Zones 

As  THE  President  stated  in  his  State  of  the  Union  Address,  "I  hope 

WE  can  work  together---"  to  "create  NEW  INCENTIVES  FOR  JOBS  AND  OPPORTUNITY- 
In  this  LIGHT/  THE  ADMINISTRATION  IS  PROPOSING  IN  A  SEPARATE  PACKAGE, 

Enterprise  Zone  legislation,  which  focuses  on  dealing  with  the  economic 

DISTRESS  OF  OUR  WaTION's  CITIES- 

ThE  purpose  of  the  program  is  twofold:  to  CREATE  JOBS  IN  DEPRESSED 
AREAS,  PARTICULARLY  JOBS  FOR  DISADVANTAGED  WORKERS  AND  LONG-TERM  UNEMPLOYED 
INDIVIDUALS,  AND  TO  REDEVELOP  AND  REVITALIZE  THE  ZONE  AREAS  THEMSELVES- 
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Under  the  proposed  legislation,  a  maximum  of  75  zones  will  be  approved 

DURING  THE  FIRST  THREE  YEARS  OF  THE  PROGRAM-   At  LEAST  ONE  THIRD  OF  THESE 

will  be  for  rural  areas- 

Enterprise  Zones  offer  long-term  hope  for  job  creation  and  revitalization 
OF  distressed  cities  and  rural  towns  .  While  this  legislation  will  not  be  before 
YOUR  Committee,  its  subject  matter  is  so  pertinent  to  your  concerns  that  I 

URGE  you  to  encourage  EXPEDITED  ACTION  BY  THE  FINANCE  COMMITTEE  AND  THE  SENATE 

ON  THE  Administration's  bill- 
Mr-  Chairman,  this  concludes  my  prepared  remarks-  I  look  forward  to 
working  with  you  to  achieve  early  passage  of  an  authorizations  bill 
this  year- 

Senator  Tower.  Thank  you,  Mr.  Secretary. 

Mr.  Secretary,  FHA  does  not  insure  loans  on  some  of  the  most 
affordable  housing  in  the  housing  stock,  the  older,  but  still  habit- 
able, homes  that  are  found  in  core  cities  and,  in  some  instances,  in 
the  rural  countryside. 

The  restrictions  against  these  properties  appear  to  be  more  rigid 
than  those  which  define  acceptable  rental  housing  under  the 
voucher  program. 

Young  families  and  other  low-income  families  cannot  afford  a 
large  downpayment  required  by  conventional  loans.  These  homes 
are  often  acquired  by  investment  and  become  rentals. 

My  question  is,  Mr.  Secretary,  many  young  families  want  to  pur- 
chase an  older  home  that  they  can  improve  through  their  own  ef- 
forts. Yet,  FHA  will  not  insure  these  properties. 

Could  you  supply  us,  for  the  record,  factors  by  which  a  home  is 
evaluated  and  give  us  the  departmental  assessment  of  the  impact 
of  reducing  these  criteria? 

Secretary  Pierce.  We  will  supply  that  for  the  record,  sir. 

[Requested  information  follows:] 

Response  to  Question  of  Senator  Tower 

Question.  Many  young  families  want  to  purchase  an  older  home  that  they  can  im- 
prove through  their  own  efforts.  Yet,  FHA  will  not  insure  these  properties.  Could 
you  supply  us  with  the  factors  by  which  a  home  is  evaluated  and  give  us  the  Depart- 
mental assessment  of  the  impact  of  reducing  these  criteria? 

Answer.  First  I  would  like  to  point  out  that  this  Department  does  have  a  program 
under  Section  223(e)  which  authorizes  mortgage  insurance  for  the  repair,  rehabilita- 
tion, construction  or  purchase  of  properties  in  older,  declining  urban  areas  in  which 
conditions  are  such  that  one  or  more  of  the  requirements  of  Title  II  cannot  be  met. 

Section  223(e)  gives  HUD  more  flexibility  in  providing  financing  than  under  other 
Sections  of  Title  II.  It  waives  economic  soundness  and  economic  life  requirements 
with  respect  to  location  and  mortgage  term  if  the  property  is  in  a  location  which  is 
reasonably  viable,  considering  the  need  for  housing  for  low-  and  moderate-income 
families  and  the  objective  of  upgrading  older,  declining  neighborhoods. 

All  home  mortgage  properties  must  be  submitted  by  mortgages  for  insurance 
under  a  standard  Section  of  the  Housing  Act,  usually  Sections  203(b)  or  221(d)(2). 
Under  these  Sections  a  property  must  be  free  of  hazards,  moxious  odors,  grossly  of- 
fensive sights,  or  excessive  noises  which  might  endanger  the  physical  improvements, 
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affect  the  livability  of  the  property  or  its  marketabihty,  or  the  health  and  safety  of 
its  occupants.  A  property  must  also  comply  with  the  code  enforcement  area.  A  prop- 
erty must  possess  sufficient  future  economic  life  to  warrant  a  long-term  mortgage. 

In  addition,  HUD's  Minimum  Property  Standards  for  existing  housing  are  already 
less  stringent  than  those  required  for  new  construction;  therefore,  we  do  not  believe 
these  standards  should  be  reduced  any  further. 

Finally,  and  most  important,  you  should  know  that  the  Department  administers  a 
rehabilitation  program  under  Section  203(k)  which  can  be  used  to  finance  the  reha- 
bilitation of  an  existing  property.  I  have  identified  our  Section  203(k)  single-family 
program  with  its  provision  for  including  rehabilitation  costs  in  the  insured  mort- 
gage as  a  vehicle  for  serving  the  inner-cities.  This  Spring  the  Department  will 
launch  an  intensive  effort  to  promote  the  use  of  this  program  in  15  cities.  GNMA 
has  estabished  a  secondary  market  for  the  203(k)  program  which  has  already  in- 
creased activity  on  this  front. 

REDUCING  MINIMUM  DOWNPAYMENT 

Senator  Tower.  The  administration  is  proposing  to  further 
reduce  the  minimum  downpayment  requirement  on  FHA  loans. 
This  proposal  is  the  centerpiece  of  HUD's  attempt  to  redirect  FHA 
to  the  first-time  home  buyer  and  the  lower  income  family. 

Downpayments  would  be  further  reduced,  from  3  percent  of  the 
first  $25,000  to  5  percent  of  the  first  $50,000  and  10  percent  there- 
after. 

How  do  these  changes  in  the  downpayment  structure  for  FHA- 
insured  loans  affect  the  actuarial  soundness  of  the  insurance  costs? 

Secretary  Pierce.  We  do  not  think  that  it  will  harm  the  actuar- 
ial conclusions.  We  believe  it  will  be  of  help  to  the  younger  people 
who  are  seeking  homes,  because  so  many  of  them  fall  into  that 
lower  income  category  and  the  lower  housing  cost  category. 

We  think  it  will  be  of  help  for  first-time  home  buyers,  basically 
for  younger  people.  We  do  not  think  it  will  have  any  serious  impact 
on  the  actuarial  basis  of  the  program. 

Senator  Tower.  I've  had  a  considerable  manifestation  of  interest 
from  authorities  in  my  State  over  the  recommendation  of  the  New 
Federalism  proposal  that  you  were  told  to  develop  block  grants  into 
the  revenue-sharing  program  over  a  transition  period. 

Has  the  Department  made  some  estimate  of  the  effect  of  the 
New  Federalism  proposal  on  the  ability  of  cities  to  meet  their  spe- 
cial community  development  needs  and  their  ability  to  serve  low- 
income  areas? 

Secretary  Pierce.  We  think  they  would  have  basically  the  same 
income  from  the  Government  as  they  have  now.  They  would  have 
more  flexibility  as  far  as  what  they  wanted  to  do  with  the  money. 

And  so,  they  would  have  greater  freedom  in  using  the  money, 
and  they'd  have  the  same  amount.  I  don't  see  how  it  would  harm 
them  very  much. 

Senator  Tower.  In  other  words,  the  decisionmaking  process 
would,  in  fact,  involve  the  local  community  with  no  penalty  in 
terms  of  the  amounts  available  to  them? 

Secretary  Pierce.  Yes,  that's  right. 

Senator  Tower.  Mr.  Secretary,  I  have  some  additional  questions 
and  I  would  appreciate  it  if  you  would  respond  to  for  the  record  in 
writing. 

[Response  to  written  questions  of  Senators  Tower,  Heinz,  and 
Sasser  follow:! 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATORS  TOWER  AND  HEINZ 

0.     Mr.   Secretary,   do  you  expect  that  delegated  processing  will   have  the 
effect  of  crowding  out  private  mortgage  insurance? 

A.     HUD  is  not   seeking  expansion  of  its  programs  through  the  use  of  direct 
endorsement,  nor  do  we  expect  this  new  procedure  to  increase  the  FHA 
market  share. 

The  Department  is  looking  for  better  ways  of  serving  the  "FHA  market", 
i.e.   primarily  first-time  and  low-  to  moderate-income  urban  homebuyers. 
Direct  endorsement,  which  is  scheduled  to  begin  early  in  May,   is  one  way 
of  improving  FHA's  program  efficiency,  and  is  part  of  the  Administration's 
broad  effort  to  transfer  governmental  functions  to  the  private  sector 
wherever  appropriate  and  feasible. 


Q.     Has  the  Department   projected   any  change   in  the  credit  budget  needs   of 
FHA  and  GNMA  due  to  delegated  processing? 

A.     No,  it   has   not.     We  do  not   expect   direct   endorsement   to   increase  our 
credit  needs.      In   fact,  the  Direct   Endorsement   program  may  have  the 
effect   of   reducing   our  credit  needs   since  we   now  count  conditional    commit- 
ments which  do  not  reach  endorsement  against  the  credit  ceiling.     Under 
the  new  program,  the  Department  will   count  only  those  loans  that   reach 
endorsement. 
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Q.  Mr.  Secretary,  the  committee  has  received  a  proposal  from  the  private 
mortgage  insurers  for  a  shared  risk  program,  which  is  seen  as  a  way  of 
dealing  with  the  FHA  backlog  of  mortgage  insurance  applications.  I  would 
like  to  have  your  written  comments  for  the  record  on  this  proposal. 

A.  The  shared  risk  insurance  program  which  has  been  proposed  by  MICA  is  much 
more  than  an  offer  to  help  HUD  keep  up  in  processing  the  flood  of  mortgage 
insurance  applications  which  has  resulted  from  the  drop  in  interest  rates. 
We  believe  that  this  proposal,  under  which  the  Department  would  enter  into 
reinsurance  agreements  with  Mortgage  Insurance  Companies  (MICs),  is  seriously 
flawed,  for  the  following  reasons: 

°  The  proposal  would  extend  both  FHA  insurance  and  GNMA  guarantees  to  all 
mortgages  underwritten  in  MICs,  thereby  expanding  MIC  business  signifi- 
cantly, and  greatly  increasing  Federal  involvement  in  both  mortgage 
finance  and  insurance,  a  position  counter  to  the  current  Administration 
policy  of  limiting  Federal  intervention  in  credit  markets. 

°  It  is  not  true  that  FHA  insurance  premiums  would  be  lower  under  this 
program.  Under  the  shared  risk  proposal,  MICs  would  be  in  a  position 
to  reinsure  only  those  loans  with  downpayments  of  five  percent  or  more 
which  they  accept  as  credit  risks,  leaving  FHA  with  100  percent  coverage 
of  the  riskier  loans.  Given  higher  risk  FHA-insured  loans  under  the 
proposed  program,  either  artificially  low  premiums  would  be  charged, 
with  unmet  costs  to  the  insurance  fund  being  picked  up  by  taxpayers,  or 
a  prohibitively  high  premium,  harmful  to  FHA  buyers,  would  be  calculated 
on  the  basis  of  actuarial  soundness. 

Last,  if  MICs  were  to  handle  all  servicing  and  claims,  as  proposed, 
they  would  not  be  obligated  under  Congressional  mandates  regarding 
forbearance  and  mortgage  assignment  protection  for  mortgagors  in 
financial  difficulties,  as  is  FHA. 

For  these  reasons,  we  would  not  support  the  proposed  shared  risk  program. 
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QUESTIONS  OF  SENATOR  SASSER  AND  RESPONSES  FROM  SECRETARY  PIERCE 

SENATOR  SASSER 

For  Secretary  Pierce: 

Mr.  Secretary,  as  you  know,  last  night  the  Appropriations 
Committee  of  the  Senate,  of  which  I  am  a  member,  reported  an  emergency 
supplemental  appropriations  bill  to  the  full  Senate  —  the  jobs  bill. 
It  includes  a  provision  relating  to  the  Urban  Development  Action  Grant 
or  UDAG  --  program,  calling  for  the  expenditure  of  the  $244  million 
that  your  department  had  requested  be  deferred. 

Since  the  reason  the  House  and  Senate  have  both  acted  to 
preserve  these  UDAG  funds  is  that  UDAG  has  been  one  of  the  most 
productive  and  cost-efficient  programs  around  in  recent  years,  the 
idea  is  to  get  the  money  out  into  the  field,  into  productive  use  in 
cities  and  towns  across  the  country  to  create  jobs  and  a  more  stable 
economic  base. 

I  am  very  much  concerned  by  reports  that  two-thirds  of  the 
unused  UDAG  funds  from  prior  years  has   come  from  the  small  cities 
set-asides.   I  want  to  make  absolutely  certain  that  HUD  is  going  to 
take  an  active  role  in  seeing  that  the  funds  we  provide  do  not  lie 
fallow  at  the  Department  while  small  towns  and  cities  continue  to 
deteriorate  and  jobs  continue  to  disappear. 

How  important  do  you  believe  technical  assistance  will  be 
in  promoting  full  use  of  the  UDAG  program  by  small  cities,  and  what 


plans  do  you  have  for  providing  such  assistance? 
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DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 
Community  Planning  and  Development 
Urban  Development  Action  Grants 

Question;   What  is  HUD  doing  to  assist  small  cities  to  participate 
in  the  UDAG  program? 

Answer;      In  addition  to  the  proposed  legislative  change  that 
would  shift  center  cities  of  less  than  50,000  population  into  the 
Small  Cities  category  for  UDAG  funding  purposes,  several  technical 
assistance  and  outreach  efforts  are  underway. 

"Technical  Assistance  and  Outreach." 


The  UDAG  Office  has  under  contract  three  national  technical 
assistance  providers  who  have  work  programs  aimed  at  assisting  small 
cities  package  UDAGs. 

(1)  National  Development  Council  (NDC)  -  NDC  administers  for 
the  Department  the  Small  Business  Economic  Revitalization  (SBR) 
program.   One  of  the  things  they  do  under  this  program  is  to  train 
local  economic  development  professionals  in  20  states  nationwide  to 
be  able  to  identify  and  package  UDAG  projects;  especially  small  city 
projects , 

(2)  Halcyon  -  Halcyon  Ltd.,  a  development  firm  is  the  UDAG 
master  contractor.   The  objective  of  the  contract  is  through  the  use 
of  a  multi-disciplined  team  of  qualified  experts  to  assist  distressed 
cities  plan  and  package  fundable  UDAG  projects  and,  to  work  with 
cities  who  have  received  preliminary  approval  of  a  grant  and  then  have 
difficulty  bringing  the  project  to  implementation  or  completion. 
Because  small  cities  have  a  much  more  difficult  time  in  all  phases 

of  the  UDAG  program,  a  large  percentage  of  Halcyon's  time  is  spent 
on  assisting  small  cities. 

(3)  National  Association  of  State  Development  Agencies  (NASDA)  - 
The  purpose  of  this  contract  is  to  assist  five  states  to  improve 
their  ability  to  help  local  governments  use  CDBG  and  UDAG  funds  for 
economic  development  in  ways  that  maximize  the  complimentary  use  of 
the  private  sector  and  other  state  resources.   As  part  of  this  effort, 
the  contractor  will  provide  technical  assistance  to  five  states 
using  peer-to-peer  counseling  to  increase  the  states'  capacity  to 
support  local  economic  development  in  small  cities. 

In  addition  to  those  three  contracts  UDAG  has  encouraged  and 
participated  in  state  sponsored  conferences  on  what  UDAG  is,  and  how 
to  participate  in  the  program.   At  a  minimum,  the  States  of  Arkansas, 
Maryland,  Missouri,  Kansas,  Massachusetts,  Ohio,  Florida,  Georgia, 
New  York,  Delaware,  Pennsylvania  and  Oregon  have  all  held  such 
conferences . 

Finally,  there  was  a  recent  mailout  campaign  by  the  Area 
Offices  whereby  all  10,000  eligible  small  cities  were  sent  a 
specifically  designed  UDAG  small  cities  pamphlet  describing  the 
program  and  identifying  an  Area  Office  contact  person  to  answer 
any  questions  regarding  the  program.   We  are  currently  doing  a 
follow-up  to  this  effort  to  evaluate  how  successful  it  was  in 
getting  the  word  out  to  small  cities  on  the  availability  of  the  UDAG 
program. 
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Senator  Sasser's  questions  concerning  the  Department's  Field 
Reorganization  Plans  for  the  State  of  Tennessee  were  twofold: 
(1)   Has  HUD  carefully  reviewed  the  findings  of  the  GAO  study  in 
terms  of  its  plans  to  consolidate  the  multifamily  functions  into 
one  office;  and  (2)   will  HUD  reconsider  its  plans  to  proceed 
with  its  consolidation  plans. 

The  Department  originally  decided  to  proceed  with  its  plan  to 
consolidate  the  multifamily  functions  in  the  State  of  Tennessee 
into  the  Knoxville  Area  Office  based  on  the  following  reasons: 

The  current  organizational  structure  impedes  efficient 
and  effective  program  delivery; 

—   The  current  organizational  structure  is  managerially  and 
organizationally  inefficient; 

Cost  savings  are  significant;  and 

Declining  multifamily  workload  in  the  State  of  Tennessee. 

After  carefully  reviewing  the  recommendations  of  the  GAO  study, 
we  determined  the  GAO  study  results  had  not  taken  into 
consideration  the  continuing  record  of  organizational 
deficiencies  clearly  documented  in  all  management  assessments 
since  1978.   We  found  this  to  be  an  important  shortcoming  in  the 
GAO  assessment;  particularly  with  regard  to  the  longitudinal 
nature  of  the  problems  viewed  by  HUD  management. 

Further,  from  the  Department's  perspective,  there  are  a  number  of 
areas  where  we  must  take  strong  exception  to  the  assumptions  and 
methodology  used  by  the  GAO  in  its  attempt  to  collect  and  analyze 
cost-benefit  data  on  the  proposed  consolidation  planned  for 
Tennessee.   Frankly,  after  reviewing  the  workload  of  the  two 
multifamily  locations  currently  in  operation  in  the  State,  we 
determined  that  there  continues  to  be  no  justification  for  both 
offices  to  handle  the  function  at  a  less  than  adequate  workload 
level  . 

In  a  separate  letter  to  Senator  Sasser,  I  reviewed  these 
considerations  at  length,  and  we  are  providing  copies  of  these 
documents  and  analyses  for  the  record.  (See  Attachments  A,  B  and 
C).  We  have  carefully  considered  the  anaysis  and  recommendations 
provided  by  the  GAO  study;  however,  we  feel  that  there  is  a  clear 
need  and  justification  for  the  Department  to  proceed  in  Tennessee 
with  the  multifamily  consolidation  as  originally  planned. 
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SENATOR  SASSER 

For  Secretary  Pierce:  -f 

Last  August,  a  HUD  ^-interdepartmental  memorandum  outlined 
a  proposed  reorganization  of  HUD  field  offices  nationwide.   One  of 
the  stated  purposes  of  the  reorganization  was  to  eliminate  dual-track 
housing  operations  (where  single-family  and  multi-family  housing 
operations  are  organizationally  separated). 

On  August  31,  HUD  submitted  the  cost-benefit  analysis  I 
had  requested  and  cited  the  primary  reason  for  the  proposed  transfer 
as  being  "the  inefficient  and  ineffective  program  delivery  and  client 
service  that  has  been  characteristic  of  the  current  office  configura- 
tion in  Tennessee."   The  analysis  also  specified  certain  cost  savings 
from  the  proposed  move  that  at  the  time  seemed  unjustified. 

On  February  25  of  this  year,  the  GAO  released  its  final 
report  on  the  proposed  relocation.   The  report  concluded:  (1)  that 
the  major  justification  for  the  reorganization  could  not  be  substan- 
tiated; (2)  that  "HUD's  cost  analysis  contained  assumptions  and 
estimates  that  were  neither  adequately  supported  not  based  on  sound 
planning  or  detailed  study";  and  that  HUD  did  not  consider  the  impact 
of  changing  initiatives  in  its  proposal  to  reorganize  in  Tennessee. 

Mr.  Secretary,  I  hope  you  have  read  the  GAO  report.   It 
recommends  that  you  reevaluate  the  proposal  and  in  the  reevaluation 
consider  the  following:  (1)  that  you  justify  that  the  reorganization 
is  necessary  and  desirable  and  demonstrate  how  it  will  improve  program 
delivery  and  client  servi^ce:  (2)  develop  a  complete  and  detailed  cost/ 
benefit  analysis  based  on  sound  planning,  and  (3)  consider  the  effects 
of  new  initiatives  in  making  your  final  decision  regarding  the  mosj^ 
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appropriate  organizational  structure  in  Tennessee. 

I  hope  you  will  heed  these  recommendations;  and  in  that 
.      light,  I  would  like  to  ask  if  you  will  consider  rescinding  the  regula- 
'^  tions  calling  for  reorganization?  /^O 

Further,  the  GAO  report  not  only  thoroughly  discredits 
the  way  in  which  HUD  calculated  its  anticipated  savings  and  costs, 
but  more  importantly  finds  absolutely  no  justification  for  changing 
•   the  organization  structure.   If  you  were  the  president  of  a  corpora- 

tion  and  you  requested  an  independent  audit  of  a  proposed  reorganization 
of  the^company  ,^jid  that_a.udit  showed  essentially  that  the  costs 
outweighed  the  benefits,  would  you  ignore  that  analysis?  ^ 


Mr.  Chairman,  I  would  like  to  request  that  the  GAO  report 
discussed  this  morning  be  included  in  the  record. 
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UNITED  STATES  GENERAL  ACCOUNTING  OFFICE 
WASHINGTON.  D.C.  20548 

February  25,  1983 


PESOunCES  COMMUNITY. 

ND  ECONOMIC  DEVELOPMENT 

OrVISION 


B-209537 


The  Honorable  Jim  Sasser 
United  States  Senate 

Dear  Senator  Sasser: 

Subject:   Impact  of  the  Department  of  Housing  and  Urban 
Development's  Proposed  Consolidation  Plan  on 
Tennessee  (GAO/RCED-83-100) 

Your  September  14,  1982,  letter  requested  that  we  evaluate 
the  Department  of  Housing  and  Urban  Development's  (HUD's)  proposal 
to  move  its  Nashville  multifamily  housing  function  to  Knoxville, 
Tennessee.   That  proposal  is  part  of  a  major  reorganization  of 
field  activities  now  under  consideration  by  HtJD. 

Justification  for  the  proposed  relocation,  furnished  to  you 
by  HUD,  cited  inefficient  and  ineffective  program  delivery  and 
client  service  as  the  primary  reason  for  consolidating  multifamily 
housing.   HUD  contends  that  the  only  viable  option  to  correct 
program  delivery  and  client  service  problems  is  to  reorganize. 
In  support  of  its  reorganization  proposal,  HUD  provided  you  a  cost 
analysis  showing  a  net  savings  of  $276,030  at  the  end  of  2  years 
and  $1,282,575  at  the  end  of  5  years  if  multifamily  functions  were 
consolidated  in  Knoxville,  HUD's  preferred  option.   If  the  Knox- 
ville office  functions  were  moved  to  Nashville,  HUD  estimates  that 
there  would  be  no  net  savings  at  the  end  of  2  years,  but  instead, 
net  costs  of  $582,524.   HUD  did  not  complete  the  cost  analysis  for 
moving  to  Nashville  and  did  not  estimate  net  results  at  the  end  of 
5  years  for  that  option. 

To  evaluate  HUD's  proposal,  we  examined  pertinent  documents 
and  interviewed  officials  of  HUD,  other  federal  agencies,  and 
state  agencies.   In  addition,  we  administered  a  questionnaire  to 
obtain  an  indication  of  Nashville  and  Knoxville  HUD  staff's 
willingness  to  relocate  and  related  costs.   As  agreed  with  your 
office,  we  concentrated  our  efforts  on  assessing  costs  and 
benefits  of  HUD's  Option  I. 

Based  on  our  evaluation,  we  do  not  see  support  that  past 
program  delivery  and  client  service  problems  were  the  result  of 
the  organizational  structure  in  Tennessee.   Further,  we  found  no 
evidence  that  serious  program  delivery  or  client  service  problems 
currently  exist. 


40 


B-209537 


hud's  cost  analysis  contained  assumptions  and  estimates 
that  were  neither  adequately  supported  nor  based  on  sound 
plannino  or  detailed  study.   Overall,  we  believe  that  HUD's 
analysis  understates  the  cost  of  consolidation  and  overstates 
the  potential  savinqs. 

Finally,  we  found  no  evidence  that  HUn  considered  the 
impact  of  chanqinq  initiatives  in  its  prooosal  to  reorqanize  in 
Tennessee.   HUD's  proarans  and  direction  are  chanaing,  and  some 
of  those  chanqes  will  affect  the  organization  and  staffing 
levels  of  its  field  multifamily  housing  operations. 

Based  on  our  findings,  we  recommend  that  the  Secretary  of 
HUD  reevaluate  the  proposal  to  consolidate  Tennessee  multifamily 
housing  in  light  of  the  information  in  this  reoort.   In  this 
reevaluation  the  Secretary  should  (1)  justify  that  the  reorgan- 
ization is  necessary  and  desirable  and  demonstrate  how  it  will 
imorove  proqram  delivery  and  client  service,  (2)  develop  a 
complete  and  detailed  cost/benefit  analysis,  and  (3)  consider 
the  effects  of  new  initiatives  in  making  his  final  decision 
regarding  the  most  appropriate  organizational  structure  in 
Tennessee • 

The  results  of  our  review  are  discussed  in  more  detail  in 
Enclosures  I  and  II.   V.'e  did  not  obtain  agency  comments.   As 
arranged  with  your  office,  unless  you  publicly  announce  its 
contents  earlier  we  will  not  distribute  this  report  until  10 
days  after  its  issue  date.   At  that  time,  we  will  send  copies 
to  other  interested  parties  upon  request. 

Sincerely  yours. 


-Oj 


J.  Dexter  Peach 
Director 
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BACKGROUND 

Responsibility  for  the  Department  of  Housing  and  Urban 
Development's  (HDD's)  multifamily  housing  programs  in  Tennessee 
is  divided  between  the  Nashville  Multifamily  Service  Office  and 
the  Knoxville  Area  Office.   HDD's  Mashville  office  serves  roughly 
two-thirds  of  the  State,  geographically,  about  60  percent  of 
Tennessee's  population  and  nearly  62  percent  of  HDD  multifamily 
projects.   The  Knoxville  office  serves  the  remaining  one-third  of 
the  State,  about  40  percent  of  the  population  and  38  percent  of 
HUD  multifamily  projects. 

In  early  1982,  the  Regional  Administrator  in  Atlanta  proposed 
consolidating  the  Nashville  and  Knoxville  multifamily  personnel 
and  functions  at  Knoxville;  staff  to  serve  single-family  housing 
programs  were  to  remain  in  Nashville.   That  proposal  was  subse- 
quently incorporated  as  a  part  of  an  overall  proposal  to  reorga- 
nize HDD's  field  office  operations  under  consideration  by  HDD  at 
the  time  of  our  review. 

HDD's  proposal  for  consolidating  multifamily  housing  activi- 
ties in  the  Knoxville  Area  Office  is  based  on  its  conclusion  that 
inefficient  and  ineffective  program  delivery  and  client  service 
are  inherent  in  splitting  the  responsibilities  for  multifamily 
housing  between  two  locations  in  Tennessee.   As  support  for  that 
position,  HDD  cites  regional  Management  Performance  Reviews  of 
its  Tennessee  offices  conducted  in  1979,  1980,  and  1982.   (No 
Management  Performance  Review  was  performed  in  1981.)   HDD's 
accompanying  cost  analysis,  prepared  in  August  1982,  addressed 
two  options.  Option  I  would  consolidate  multifamily  housing  func- 
tions in  Knoxville  and  Option  II  would  relocate  the  Knoxville 
Area  Office  to  Nashville.   For  Option  I,  HDD's  preferred  option, 
HDD  estimated  net  savings  of  $276,030  at  the  end  of  2  years,  and 
$1,282,575  at  the  end  of  5  years.   If  the  FCnoxville  office  func- 
tions were  moved  to  Nashville,  Option  II,  HDD  estimated  that  there 
would  be  no  net  savings  at  the  end  of  2  years,  but  instead,  net 
costs  of  $582,524.   HDD  did  not  complete  the  cost  analysis  for 
Option  II  and  did  not  estimate  net  results  at  the  end  of  5  years. 

OBJECTIVE,  SCOPE,  AND  METHODOLOGY 

The  objective  of  our  review  was  to  evaluate  HDD's  proposal 
to  move  its  Nashville  multifamily  housing  function  to  Knoxville. 
To  evaluate  HDD's  justification  and  rationale  for  the  reorganiza- 
tion, we  examined  management  reviews  of  HDD's  Tennessee  housing 
activities  conducted  between  1979  and  1982  and  other  pertinent 
documents  and  correspondence  relating  to  management  performance 
and  organizational  issues.   We  interviewed  officials  and  examined 
documents  and  correspondence  at  HDD's  Washington,  D.C.  Central 
Office,  Atlanta  Regional  Office,  Knoxville  Area  Office,  and  Nash- 
ville Multifamily  Service  Office.   We  discussed  the  quality  of 
HDD's  client  service,  program  delivery  and  other  implications  of 
the  current  organizational  structure  and  proposed  reorganization 
with  Tennessee  housing  industry  representatives  and  the  Tennessee 
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Housing  Development  Agency.   In  addition,  we  interviewed  HUD 
officials  in  Ohio  and  Michigan,  states  where  HTID  also  delivers 
multifamily  programs  through  area  offices  and  service  offices. 

To  evaluate  HUD's  cost  analysis,  we  interviewed  the  Atlanta 
Regional  Office  personnel  responsible  for  developing  the  assump- 
tions and  data  used  to  prepare  the  analysis.   We  analyzed  the  data 
and  assumptions  and  discussed  them  with  Knoxville  Area  Office  and 
Nashville  Service  Office  managers  and  supervisors.   We  examined 
documents  and  reports  relating  to  staffing  and  workload  and  manage- 
ment of  multifamily  housing  in  Tennessee  and  Federal  regulations 
relating  to  employee  relocation.   We  interviewed  General  Services 
Administration  Region  IV  Real  Estate  Division  personnel  regarding 
HUD's  Tennessee  office  space  lease  costs  and  terms  and  a  represen- 
tative of  the  Tennessee  Department  of  Employment  Security  regarding 
unemployment  compensation. 

On  Friday,  December  3,  1982,  we  administered  a  questionnaire 
to  obtain  an  indication  of  Nashville  and  Knoxville  staff's  willing- 
ness to  relocate  and  associated  costs.   (Responses  are  summarized 
in  Enclosure  II.)   Of  191  Nashville  and  Knoxville  staff  on  board, 
160  people  (or  84  percent)  completed  the  questionnaire. 

HUD  did  not  seriously  consider  nor  complete  its  cost  analysis 
for  Option  II,  relocating  the  Knoxville  Area  Office  to  Nashville. 
Therefore,  as  agreed  with  our  requestor's  office,  we  concentrated 
our  efforts  on  assessing  HUD's  costs  and  savings  estimates  for  its 
preferred  option,  consolidating  multifamily  functions  in  Knoxville. 

In  our  analysis,  where  possible,  we  attempted  to  refine  and 
update  the  data  and  assumptions  HUD  used.   The  results  of  our 
analysis,  nevertheless,  do  not  represent  precise  or  definitive 
data  . 

We  performed  our  review  in  accordance  with  generally  accepted 
government  audit  standards. 

MANAGEMENT  REVIEWS  DO  NOT 
SUPPORT  CONSOLIDATION 

We  reviewed  the  Management  Performance  Reviews  cited  by  HUD 
plus  a  recent  memorandum  from  the  Atlanta  Regional  Administrator. 
All  of  these  documents  assert  that  HUD's  Tennessee  offices  have 
had  a  continuing  record  of  organizational  deficiencies  since  1978. 
However,  we  found  that  the  problems  described  in  those  reports  were 
attributed  largely  to  personnel  matters--either  position  vacancies 
or  ineffective  employees  occupying  critical  positions.   The  1979 
report  states: 

"The  current  organization  of  the  State  of  Tennessee  Area 
Office  and  Service  Offices  is  seriously  hampering  effective 
management  and  supervision  of  the  Housing  Division  personnel 
in  all  three  offices." 
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However,  both  the  1980  and  1982  reports  cite  improvements  in  multi- 
family  housing  operations  in  Tennessee  and  attribute  them  to  the 
resolution  of  personnel  ma tters--either  by  filling  vacant  positions 
with  qualified  employees  or  by  restaffing  positions  occupied  by 
ineffective  employees. 

— The  1980  report  notes  substantial  improvement  in  overall 
management,  communication,  and  monitoring  by  Knoxville  but 
lists  continuing  problems  restricting  effective  management 
and  supervision  of  Housing  Division  staff  in  Tennessee. 
Again,  the  report  points  to  vacancies  or  ineffective 
incumbents  in  key  positions  as  causes  of  the  problems. 
The  report  emphasized  the  lack  of  strong,  well  qualified 
supervision  in  the  Nashville  office. 

— The  1982  report  cites  improvement  in  the  overall  manage- 
ment of  the  Nashville  Service  Office.   The  report  lists 
supervision  of  six  Knoxville  Administration  Division 
personnel  outstationed  at  Nashville  and  Memphis  as  a 
problem.   The  report  emphasized  the  14-month  time  lapse 
since  Knoxville  Administration  Division  staff  had  visited 
either  Service  Office. 

HUD's  Central  Office  also  conducts  reviews  of  field  offices. 
A  February  1982  report  on  Nashville's  multifamily  operations  c^ced 
that  clients  had  experienced  a  good  to  excellent  relationship  with 
that  office.   The  report  concluded  that,  overall,  industry  was 
very  positive  regarding  office  processing  and  management. 

Developers  and  finance  officers  reported  no  current  problems 
in  their -interactions  with  HUD  Tennessee  offices.   Some  mentioned 
that  Nashville's  operations  had  been  less  effective  in  the  past 
but  had  since  improved.   An  official  of  the  Tennessee  Housing 
Development  Agency  made  similar  observations  and  attributed  the 
improved  service  to  staffing  changes  in  recent  years.   An  Atlanta- 
based  multifamily  developer  who  operates  in  several  States  ranked 
the  Nashville  and  Knoxville  HUD  offices  in  the  upper  quartile  of 
all  HUD  offices  with  which  he  interacts.   We  spoke  with  Area  Office 
Managers  and  Multifamily  Service  Office  Supervisors  in  Michigan  and 
Ohio.   In  those  States,  as  in  Tennessee,  multifamily  operations 
are  split  between  the  area  office  and  service  offices.   Those  HUD 
officials  cited  no  program  delivery  problems  resulting  from  their 
organizational  structure  but  acknowledged  that  the  potential  for 
policy  fragmentation  exists.   However,  they  added  that  effective 
communications  precluded  such  a  problem.   HUD's  overall  field  reor- 
ganization proposal  does  not  include  consolidating  multifamily 
housing  functions  in  Ohio  or  Michigan. 

cost/savings  of  consolidation 

HUD  estimated  that  a  $395,000  one-time  cost  to  implement  the 
consolidation  proposal  at  Knoxville  and  a  $33,000  recurring  annual 
increase  in  travel  costs  would  be  offset  by  recurring  annual 
personnel  and  office  space  savings  and  result  in  a  net  savings  at 
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the    end    of    2    years    of    $276,030    and   a    $1,282,575    savings   at    the    end 
of    5   years.       Our    detailed   analysis    of    the    underlying    support    for 
hud's    costs    and    savings    estimates    showed    that   HUD   did    not    include 
certain    costs    and    that   other    costs    were    either   over   or    understated 
because   HUD   used    faulty   assumptions.       Overall   our   analysis    raises 
basic   questions   about    the    reliability   of   HUD's    estimates   as    support 
for    the   proposed   consolidation.       For    example,    HUD   did   not    include 
cost    estimates    for    employees    that   may    elect    early   retirement   or    for 
potential    reimbursements    to    the    State    of   Tennessee    for    unemployment 
compensation   payments.       Further,    HUD   underestimated    employee    relo-. 
cation   costs,    in   part,    because    their   analysis   was    prepared    prior 
to    changes    in    Federal    Travel    Regulations    that   greatly    increase 
benefits    for    transferred    Federal    employees. 

HUD's    cost    savings    estimates    were    similarly  misstated.       For 
example,    HUD   overestimated    personnel    savings   because    it   overstated 
the    number   of    positions    that   would   be    eliminated   by   the   consolida- 
tion.     Also,    HUD   understated    office    space    savings   because    it   used 
invalid   assumptions   and    inaccurate    cost   data. 

Basis    for    Cost    Estimates 

When   HUD   prepared    its    August    1982    cost  analysis    of    the 
reorganization    in   Tennessee,    it   had    not   developed   (detailed   plans 
for    the   proposed    consolidation.       Because   of    that,    there   are   many 
uncertainties    regarding    the    proposed    staffing   of   HUD's    Tennessee 
multifamily   functions.       For    example,    in    its    cost  analysis,    HUD 
states    that    42    of    the    67    Mashville    employees   on   board   as   of   August 
1982   would    be   offered    transfers    to   Knoxville.      The   Atlanta    Regional 
Office   Director   of   Housing    told   us    that   the   number   that   would  be 
offered   transfers   was   hypothetical. 

HUD's   analysis   also    states    that  a    staff   of    23   would    remain 
in  Nashville    to   perform   single-family  housing    functions   although 
workload   data    provided    us    in    support   of    the   consolidation   proposal 
showed   a    Nashville    single-family    staff   of   only   15.       The   Atlanta 
Regional    Office   Director   of   Housing    told    us    that   the    staffing    used 
in  HUD's    cost   analysis    was    judgmental. 

In  addition,    HUD's   analysis   assumes    that    50   percent,    or    21, 
of   the   42    Nashville    employees   offered  a    transfer   to   Knoxville   would 
accept.      The   Atlanta    Regional    Office    representative   who   prepared 
HUD's    cost   analysis    told    us    that,    based   on   past    experience,    HUD's 
Central   Office    estimates    that   up   to    60    percent  would   accept   offers 
to   relocate.      However,    the    cost  analysis    figure  was   adjusted   down- 
ward   to    reflect   Tennessee's    more    favorable    economic    conditions. 
That   official    told   us    the   downward  adjustment   was    judgmental. 

Finally,    HUD's    cost   analysis    assumes    that    the   remaining    23 
Nashville    employees    (67    on   board   minus    23    remaining   as    single- 
family  minus    21   accepting    transfers    to   Knoxville)    would   be 
terminated. 
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In  our  analysis,  where  possible,  we  attempted  to  update  and 
refine  HUD's  staffing  assumptions.   For  example,  we  used  the 
number  of  HUD  employees  located  in  Nashville  as  of  early  December 
1982,  or  61  employees.   We  used  HUD's  single-family  staffing  level 
of  23  at  Nashville  leaving  38  employees  to  be  offered  positions 
in  Knoxville.   We  assumed  that  our  questionnaire  results  were  more 
precise  than  HUD's  estimate  and  therefore  used  those  results, 
which  showed  71  percent,  or  27  Nashville  employees,  would  defi- 
nitely or  probably  accept  a  transfer  to  Knoxville.   We  assumed 
that  the  remaining  11  employees  would  terminate  employment  with 
HUD. 

Early  Retirement 

The  civil  service  retirement  system  incurs  additional  costs 
when  employees  retire  early.  The  Office  of  Personnel  Management 
has  determined  that  each  early  retirement  creates  a  liability  of 
130  percent  of  the  employee's  final  salary.  The  additional  cost 
to  the  retirement  system  results  primarily  because  early  retirees 
receive  immediate  benefits,  with  little  or  no  reduction. 

Employees  are  eligible  for  early  retirement  if  their  posi- 
tions are  abolished  or  transferred  to  a  location  outside  their 
commuting  area.   To  retire  under  early  retirement  provisions,  an 
employee  must  (1)  be  at  least  age  50  with  20  years  of  service  or 
(2)  have  25  years  of  service. 

We  recognize  that  the  likelihood  of  employees  electing 
early  retirement  is  highly  uncertain;  however,  the  cost  of  early 
retirement  can  be  substantial  and  should  be  acknowledged.   Three 
Nashville  employees  would  be  eligible  for  early  retirement  in 
January  1983.   If  those  three  employees  elected  early  retirement 
because  of  the  reorganization,  costs  to  the  retirement  system 
would  be  about  $106,000  based  on  their  current  salaries.   HUD  did 
not  include  the  cost  of  early  retirement  in  its  analysis. 

Unemployment  Compensation 

Federal  employees  are  entitled  to  unemployment  compensation 
benefits  in  accordance  with  the  standards  of  the  State  in  which 
they  reside.   TheU.S.  Department  of  Labor  uses  appropriated  funds 
transferred  to  it  by  the  employing  Federal  agency  to  reimburse  the 
States  for  unemployment  compensation  paid  to  former  Federal 
employees . 

In  Tennessee,  a  former  Federal  employee  who  was  earning 
?27,640  per  year  (the  average  salary  of  HUD  Nashville  staff)  at 
the  time  of  separation  would  be  eligible  to  receive  $110  for  26 
weeks  and  those  benefits  currently  can  be  extended  for  up  to  13 
weeks.   Further,  if  the  results  of  our  questionnaire  are  correct, 
11  Nashville  employees  would  not  accept  a  transfer  and  would 
terminate  employment  with  HUD.   Excluding  the  three  employees  who 
would  be  eligible  for  early  retirement,  eight  would  be  entitled 
to  unemployment  compensation. 
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While  there  are  many  uncertainties  regarding  who  would 
terminate  and  whether  they  would  require  unemployment  benefits 
or  for  how  long,  to  recognize  the  potential  cost  of  unemployment 
compensation,  we  used  data  from  a  July  1981  Congressional  Budget 
Office  study  entitled  "Cost  of  Potential  Layoffs  TJnder  the  Admin- 
istration's Federal  Employrrient  Reduction  Program."   That  study 
acknowledged  that  any  estimate  of  layoff  costs  is  highly  uncertain 
since  actual  data  was  not  available  on  the  salaries,  ages,  and 
years  of  service  of  laid-off  employees.   The  same  reservations 
apply  to  our  cost  estimates. 

The  Congressional  Budget  Office  assumed  that  92  percent  of 
the  employees  involved  in  a  reduction-in-force  would  receive  aver- 
age weekly  unemployment  benefits  of  5102  for  15.9  weeks.   Tjsing 
those  assumptions  for  the  eight  employees  described  above,  we 
estimate  that  unemployment  compensation  would  amount  to  about 
?12,000. 

Severance  Costs 

Federal  employees  involuntarily  separated  from  Government 
service  are  entitled  to  severance  pay  and  a  lump-sum  payment  for 
their  unused  annual  leave.   Both  entitlements  are  based  on  the 
employee's  salary  at  time  of  separation.   The  amount  of  severance 
pay  is  additionally  based  on  years  of  service,  and  the  payment 
increases  for  each  year  the  employee  is  over  age  40.   The  amount 
of  the  lump  sum  annual  leave  payment  is  also  based  on  the  number 
of  days  of  unused  leave  accumulated. 

In  its  computation  of  severance  costs,  HUD  used  national 
averages  of  field  employees'  salaries  and  years  of  service  to 
estimate  the  average  per-employee  severance  pay — $8,590.   To  esti- 
mate lump-sum  annual  leave  payments,  HUD  used  the  HUD-wide  aver- 
age— $1,500  per  employee.   HUD  estimated  that  severance  pay  and 
lump-sum  leave  payments  for  the  23  Nashville  employees  it  believes 
would  be  unwilling  to  transfer  to  Knoxville  would  amount  to 
$232,070. 

We  found  that  Nashville  employees'  average  salary,  years  of 
service,  and  unused  annual  leave  differed  from  the  amounts  HUD 
used.   Since  local-  averages  would  be  more  representative,  we  used 
the  Nashville  averages  and  computed  a  higher  per-employee  sever- 
ance payment — $10,865 — and  lump-sum  leave  payment — $2,126.   For 
the  11  current  employees  whom  our  questionnaire  shows  would  not 
be  willing  to  transfer  to  Knoxville  less  the  three  who  would  be 
eligible  for  early  retirement,  severance  costs  would  be  $103,928. 

Relocation  Costs 

Federal  travel  regulations  authorize  reimbursement  for  cer- 
tain relocation  costs  when  employees  are  required  by  their  job  to 
permanently  transfer  from  one  location  to  another.   In  addition 
to  residence  transactions  and  transportation  of  households  goods, 
other  costs,  such  as  travel  with  dependents  to  locate  a  new 
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residence  and  occupancy  of  temporary  housing,  are  also 
reimbursable. 

The  largest  reimbursable  expense  involves  residence  trans- 
actions for  employees  who  buy  or  sell  their  homes-   Effective 
October  1,  1982,  Federal  Travel  Regulations  (General  Services 
Administration  Bulletin  FPMR  A-40,  General  Supplement  4)  entitle 
relocated  employees  to  receive  up  to  $15,000  in  connection  with 
the  sale  of  a  residence  at  the  old  official  station  and  up  to 
$5,000  toward  purchasing  a  home  at  the  new  official  station. 
The  regulations  in  effect  when  HUD  developed  its  cost  analysis 
entitled  relocated  employees  to  receive  significantly  less. 

HUD  estimated  that  relocation  costs  would  amount  to  $14,000 
for  each  transferred  employee.   For  the  21  Nashville  employees  the 
agency  estimated  would  accept  offers  of  relocation  to  Knoxville, 
HUD  computed  a  total  employee  relocation  cost  of  $294,000. 

hud's  $14,000  per  employee  estimate  of  relocation  costs  was 
based  on  a  model  move  of  a  family  of  four  relocating  500  miles. 
We  used  HUD's  model,  but  reconstructed  the  cost  for  an  actual  move 
from  Nashville  to  Knoxville — about  180  miles.   Also,  we  used  the 
results  of  our  employee  questionnaire  to  establish  the  number  of 
Nashville  employees  willing  to  relocate  and  the  number  and  kind 
of  residence  transactions  that  might  be  expected.   For  instance, 
33  percent  of  the  Nashville  employees  willing  to  relocate  owned 
residences  which  they  would  definitely  or  probably  sell  if  offered 
a  transfer  and  would  also  purchase  a  new  residence  in  Knoxville 
within  1  year.   Another  33  percent  either  would  sell  their*  resi- 
dences in  Nashville  or  would  purchase  a  residence  in  Knoxville. 
For  those  willing  to  relocate  residence  costs  alone  could  reach 
$263,000.   We  estimated  total  relocation  costs  at  about  $440,000. 

Adjustment  to  Costs 

HUD  offset  one-time  reorganization  costs  by  a  $131,070  sav- 
ings it  called  "avoided  cost."   HUD  claims  that  this  represents 
costs  that  would  have  been  incurred  if  it  had  to  separate  13 
excess  Knoxville  housing  employees.   Under  the  reorganization, 
these  13  employees  would  be  shifted  to  positions  vacated  by 
Nashville  employees  unwilling  to  relocate. 

We  found  no  basis  to  accept  HUD's  premise  that  the  excess 
employees  would  be  terminated  without  the  consolidation  or  that 
they  could  be  shifted  to  and  retrained  for  other  available  posi- 
tions.  In  this  regard,  the  Knoxville  Area  Office  has  had  excess 
employees  in  its  Housing  Division  since  at  least  1980. 

Travel  Costs 

HUD  estimated  that  recurring  annual  increase  in  travel  costs 
because  of  the  consolidation  in  Knoxville  would  be  50  percent  of 
Nashville's  prior  year  travel  expenditures  or  $33,000.   The  Atlanta 
Regional  Office  representative  who  prepared  HUD's  cost  analysis 


48 


i-JCI^CSURE  I  EMOLOSURF,  I 

told  us  the  method  used  to  estimate  the  increase  was  based  on 
consensus  of  opinion  of  other  regional  officials  involved  in  the 
cost  analysis. 

Our  estimate  of  the  annual  increase  in  travel  costs  used  the 
multifamily  project  workload  currently  served  by  Nashville-based 
staff  and  the  requirements  for  project  monitoring  visits  set  out 
in  HUD  handbooks  and  policy  guidance.   We  computed  the  increase  in 
mileage  required  to  serve  that  workload  if  multifamily  functions 
were  consolidated  in  Knoxville.   Except  for  trips  to  Nashville  and. 
Memphis,  we  used  an  average  of  three  project  visits  during  any  one 
trip.   Considering  the  concentration  of  workload  in  Nashville  and 
Memphis,  we  used  six  project  visits  per  trip  to  those  locations. 
We  established  the  average  number  of  project  visits  per  trip  by 
consulting  with  the  Director  of  Housing  in  Knoxville  and  the  Multi- 
family  Service  Office  Supervisor  in  Nashville.   Although  the  number 
of  project  inspection  or  monitoring  visits  achievable  during  any 
one  trip  is  influenced  by  a  variety  of  factors,  based  on  our  dis- 
cussions with  those  Tennessee  HUD  officials,  we  believe  our 
figures  are  reasonable. 

We  did  not  attempt  to  estimate  increases  in  food  and  lodging 
costs  for  site  visits  in  Nashville  and  other  areas  which,  at 
present,  involve  only  local  travel  or  travel  of  shorter  duration. 
Nevertheless,  using  the  method  described  above,  we  estimate  that 
the  annual  increase  in  transportation  costs  alone  could  exceed 
$72,000.   It  should  also  be  noted  that  the  annual  increase  in 
employee  travel  time  to  visit  Central  and  Western  Tennessee  proj- 
ect sites  from  Knoxville  instead  of  Nashville  could  be  substantial. 
If  our  project  visit  assumptions  used  above  are  correct,  the  annual 
increase  in  employee  productivity  lost  to  travel  could  reach  6,700 
hours. 

Personnel  Savings 

The  largest  single  cost  savings  from  HUD's  proposal  for 
consolidation  relates  to  eliminating  nine  positions — an  annual  sav- 
ings of  $341,528.   HUD  claims  that  duplications  in  four  management 
or  supervisory  positions  would  be  eliminated  and  that  five  other 
positions  would  be  eliminated  because  of  economies  of  scale.   HUD 
provided  us  a  list  of  the  nine  positions  they  estimate  would  be 
eliminated  and  information  showing  proposed  organizational 
structure  and  staffing  after  the  proposed  consolidation. 

HUD's  computation  of  savings  includes  the  elimination  of  a 
Chief  of  Loan  Management  and  Property  Disposition.   Tinder  HUD's 
consolidation  proposal,  a  Loan  Management  and  Property  Disposition 
Branch  will  continue  to  operate  at  both  locations  and  two  branch 
chiefs  will  still  be  required.   HUD's  proposal  would  cut  the  size 
of  that  branch's  Nashville  staff;  but  the  position  of  Chief  would 
be  downgraded,  not  eliminated.   In  addition,  in  view  of  the  sub- 
stantial loss  of  productivity  resulting  from  the  increased  travel 
time  from  Knoxville  to  monitor  HUD's  multifamily  projects  in 
Central  and  Western  Tennessee,  we  question  some  of  the  personnel 
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savings  HUD  claims  will  result  through  economies  of  scale.   Unless 
the  level  of  multifamily  project  monitoring  activity  is  reduced, 
the  time  lost  to  travel  must  be  offset  by  either  increased  over- 
time payments  or  increased  staffing.   Three  of  the  five  positions 
which  HUD  claims  will  be  eliminated  through  economies  of  scale  are 
directly  involved  in  project  monitoring.   If  the  salaries  for  the 
staff  involved  in  project  monitoring  were  excluded  from  the  esti- 
mate and  the  Branch  Chief  position  described  above  was  adjusted 
using  December  1982  salary  figures,  personnel  savings  would  be 
$197,109. 

Space  Savings 

HUD  estimated  that  office  space  costs  of  $26,987  would  be 
saved  annually  if  multifamily  functions  were  consolidated  in 
Knoxville.   The  savings  were  computed  in  two  steps.   HUD  first 
estimated  that  a  savings  of  $15,965  would  result  from  reducing 
office  space  required  to  house  the  nine  positions  they  claim  would 
be  eliminated  by  the  consolidation.   Second,  locating  42  Nashville 
positions  in  Knoxville  would  reduce  office  space  needs  at  Nash- 
ville, so  HUD  assumed  that  Knoxville  would  have  to  increase  its 
office  space  by  that  same  amount.   It  also  assumed  that,  since  the 
rental  rates  it  pays'  the  General  Services  Administration  (GSA)  are 
less  in  Knoxville  than  in  Nashville,  an  additional  savings  of 
$11,022  would  accrue  from  locating  the  42  positions  in  Knoxville. 

We  found,  however,  that  the  Government's  cost  for  HUD's  office 
space — the  amount  GSA  pays  private  lessors — is  higher  in  Knoxville 
and  lower  In  Nashville  than  the  figures  HUD  used  in  its  computa- 
tion.  Those  differences  result  from  GSA' s'  method  for  establishing  » 
its  so-called  Standard  Level  User  Charge  or  rental  rate.   We  also 
found  that  both  the  Knoxville  and  Nashville  offices  occupy  space  in 
excess  of  their  current  needs,  and  that  Knoxville  could  accomodate 
the  proposed  consolidation  without  acquiring  more  space. 

Therefore,  we  estimated  the  savings  of  office  space  cost 
directly  attributable  to  consolidation  at  Knoxville  by  first  estab- 
lishing Nashville's  office  space  needs  without  consolidation.   From 
that,  we  deducted  the  costs  of  space  to  house  the  23  employees  HUD 
estimates  will  remain  at  Nashville  after  consolidation.   The 
resulting  space  cost  savings  amounts  to  nearly  $82,000. 

IMPACT  OF  CHANGING  INITIATIVES 

HUD's  programs  and  direction  are  changing,  and  the  future  orga- 
nizational structure  and  size  of  its  field  operations  is  uncertain. 
Current  proposals  shift  responsibility  from  the  Federal  Government 
to  the  private  sector  and  local  government.   For  multifamily 
programs,  HUD  has  undertaken  contracts  with  private  vendors  to  per- 
form a  number  of  tasks.  HUD  now  expects  that  its  entire  multifamily 
HUD-held  inventory  will  be  under  servicing  and  debt  collection 
contracts  by  the  end  of  1984.   Further,  arrangements  for  contract 
or  fee  appraisals  and  inspections  of  multifamily  projects  are  being 
tested  and  are  expected  to  increase.   We  believe  the  potential  for 
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such  changes  in  HUD's  program  delivery  raises  basic  questions  a s  to 
the  need  for  relocating  HUD  field  employees  in  the  face  of  uncer- 
tainty.  In  this  regard,  we  found  no  evidence  that  HUD  considered 
the  impact  of  changing  initiatives  in  its  proposal  to  reorganize  in 
Tennessee. 

CONCLDSIOMS 

HUD  contends  that  inefficient  and  ineffective  program  delivery 
and  client  service  are  inherent  in  splitting  the  responsibilities 
for  multifamily  housing  between  its  offices  in  Knoxville  and 
Nashville,  Tennessee.   Further,  HUD  asserts  that  the  only  viable 
option  to  correct  program  delivery  and  client  service  problems  is 
to  reorganize.   Based  on  our  evaluation,  we  do  not  see  support  that 
past  reports  of  program  delivery  or  client  service  problems  were 
the  result  of  the  organizational  structure  in  Tennessee.   Further, 
we  found  no  evidence  that  serious  program  delivery  or  client 
service  problems  currently  exist. 

In  support  of  its  reorganization  proposal,  HUD  developed  a 
cost  analysis  showing  a  savings  if  multifamily  housing  functions 
were  consolidated  io  Knoxville  as  proposed.   However,  we  found 
that  HUD's  cost  analysis  contained  assumptions  and  estimates  that 
were  neither  adequately  supported  nor  based  on  sound  planning  or 
detailed  study.   Further,  HUD's  analysis  understates  the  cost  of 
consolidation  and  overstates  the  potential  savings. 

•  '    Finally,  we  found  no  evidence  that  HUD  considered  the  impact 
of  changing  initiatives  in  its  proposal  to  reorganize  in  Tennessee. 
HUD's  programs  and  direction  are  changing,  and  some  of  those  . 
changes  will  affect  the  organization  and  staffing  levels  of  its 
field  multifamily  housing  operations. 

RECOMMENDATIONS 

We  recommend  that  the  Secretary  of  HUD  reevaluate  the  proposal 
to  consolidate  Tennessee  multifamily  housing  operations  in  light 
of  the  information  in  this  report.   In  this  reevaluation  the  Sec- 
retary should  (1)  justify  that  the  reorganization  is  necessary  and 
desirable  and  demonstrate  how  it  will  improve  program  delivery  and 
client  service,  (2)  develop  a  complete  and  detailed  cost/benefit 
analysis  based  on  sound  plans,  and  (3)  consider  the  effects  of 
new  initiatives  in  making  his  final  decision  regarding  the  most 
appropriate  organizational  structure  in  Tennessee. 
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ENCLOSURE  II 


SURVEY  ON  WILLINGNESS  TO  RELOCATE 

HUD  is  currently  considering  a  field  reorganization  which 
impacts  upon  their  employees  in  the  State  of  Tennessee.   Some 
alternatives  being  considered  involve  relocation  of  HUD  personnel. 
The  General  Accounting  Office  is  studying  the  costs  and  benefits 
being  considered  by  HUD  in  its  reorganization  plans.   As  a  part  of 
the  study,  we  need  an  indication  of  your  willingness  to  relocate. 
We  do  not  need  your  name,  and  your  responses  will  be  anonymous. 
Therefore,  we  would  appreciate  your  honest  responses  to  the 
following  questions. 


1.    What  is  your  current  grade? 

GS-6  or  under 

GS-7  through  10 

GS-11  or  12 

GS-13  or  higher, 

including  SES  grades 


3. 


Nashville  Knoxville 

(56  respondents)   (104  respondents) 
Number    Percent   Number     Percent 


19       (34)       35 

3        (5)       11 

28       (50)       43 


6       (11) 

What  is  your  present  position?   (Optional) 

Nashville 
'  ( number ) 

42  1/ 


15 


(34) 
(11) 
(41) 

(14) 


Knoxville 
.( number) 

52  1/ 


If  your  job  were  transferred  to  Knoxville  (Nashville),  would 
you  move? 

Nashville  Knoxville 

(56  respondents)   (104  respondents) 


Definitely  yes 
Probably  yes 

Uncertain   

Probal 
Def  J 


—  Continue 


)bably  no    I 
finitely  no   | 


Return 
Survey 


Number 

Percent 

Number 

Percent 

30 

(53) 

67 

(65) 

10 

(18) 

24 

(23) 

7 

(13) 

5 

(5) 

2 

(4) 

1 

(-) 

7 

(13) 

7 

(7) 

1/The  data  collected  for  this  question  were  inconclusive  and  were 
~  too  extensive  to  summarize  herein. 
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Assuming  you  did  move  to  the  KnoxviHe  (Nashville)  area,  what 
would  you  most  likely  do  about  housing  there? 

Nashville         Knoxville 
(47  respondents)   (96  respondents) 

Mumber    Percent   Number    Percent 


18 


(2) 


(39) 


Live  with  family  or 
friends  rent-free 

Rent  temporarily  but 
would  purchase 
within  one  year 

Rent  with  no  intention 
to  purchase  within 
one  year 

Purchase  right  away 

Commute  from  current 
residence 

Uncertain 


What  is  your  present  housing  arrangement? 


35 


(-) 


(36) 


13 

(28) 

17 

(18) 

6 

(13) 

32 

(33) 

1 

(2) 

- 

(-) 

8 

(17) 

12 

(13) 

Rent 
Own 


ve   with    family! 
or    friends  L 

rent-free  P 

3 


Nashville 
(47  respondents) 
Number    Percent 

Knoxville 
(96  respondents) 
Number    Percent 

Return 
Survey 

2 

(4) 

1 

(1) 

Continue 

7 
38 

(15) 
(81) 

13 
82 

(14) 
(85) 

Would  you  attempt  to  sell  your  current  house  if  you  moved  to 
the  Knoxville  (Nashville)  area? 

Nashville         Knoxville 
(38  respondents)   (85  respondents) 


Definitely  yes 
Probably  yes 
Uncertain 
Probably  no 
Definitely  no 


Number 

Percent 

Number 

Percent 

15 

(39) 

39 

(46) 

8 

(21) 

14 

(16)   . 

6 

(16) 

17 

(20) 

5 

(13) 

10 

(12) 

4 

(11) 

5 

(6) 
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'  *  ill..ili  *  ^  WASHINGTON.  DC.  20410 


......     .> 


Honorable  Jim  Sasser 
United  States  Senate 
Washington,  D.  C.  20510 

Dear  Senator  Sasser: 

This  is  in  response  to  your  letter  of  February  25,  1983  which 
forwarded  the  General  Accounting  Office's  final  report  concerning 
the  proposed  consolidation  of  multifamily  functions  in  the  State  of 
Tennessee  into  the  Knoxville  Area  Office. 

The  Department  is  considering  this  transfer  of  function  for  the 
following  reasons: 

--  The  current  organizational  structure  impedes  efficient 
and  effective  program  delivery; 

--  The  current  organizational  structure  is  managerially  and 
organizationally  inefficient; 

—  Cost  savings  are  significant;  and 

—  Declining  multifamily  workload  in  the  State  of  Tennessee. 

The  GAO  Report  does  not  fairly  or  adequately  address  any  of  these 
points. 

The  GAO  report  asserts  that  the  Management  Performance  Reviews  of 
the  Tennessee  Offices  ascribe  program  delivery  problems  to  "personnel 
matters  --  either  position  vacancies  or  ineffective  employees  occupying 
critical  positions."  Such  an  assertion  does  not  agree  with  the  quotes 
from  1979  and  1980  management  reviews,  as  well  as  a  1982  memorandum 
from  the  current  Regional  Administrator.  Attachment  (A)  provides  copies 
of  these  documents. 

In  short,  after  the  assertion  that  the  basic  problem  is  not 
organizational,  the  GAO  Report  ignores  the  continuing  record  of 
organizational  deficiencies  clearly  documented  in  all  assessments 
since  1978. 

From  the  Department's  perspective,  there  are  a  number  of  areas 
where  we  must  take  strong  exception  to  the  assumptions  and  methodology 
used  by  GAO.  Attachment  (B)  provides  a  detailed  discussion  of  these 
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points.     However,   even   if  one  accepts   the  GAO  cost-benefit  data  as  accurate, 
cost  savings  would   be  realized   in  three  years   if  the  Department's   proposal 
were  implemented.     Furthermore,  as   the  Department's  cost-benefit  analysis 
points  out  in  its  opening  paragraph,    "Even   if  no  cost  savings  could  be 
realized,   the  improved   program  delivery   (i.e.,  correction  of  the  problems 
described  above)   would  fully  justify  the  proposal    to  consolidate  multi- 
family  operations." 

Attachment   (C)  demonstrates   that  based   upon  workload  considerations, 
there  is  no  apparent  need   for  two  multifamily  office  locations   in  the  State 
of  Tennessee.     For  example,   the  assisted   housing  development  activity  in 
Tennessee  has  declined  82  percent  in   the  period   1978-1982.      It  should  also 
be  noted   that  other  states   in  Region   IV,  with  larger  workloads  and  larger 
geographic  areas,   are  serviced   by  one  office   location. 

In  summary,   the  GAO  report  presents  no  tangible  basis   for  concluding 
that  the  Department  needs  to  reconsider  the  proposed  consolidation  of 
multifamily  operations   in  the  State  of  Tennessee.      In  fact,   by  calling 
into  question  the  original   assumptions   for   the  consolidation   issue,   the 
further  analysis  of  the  organizational   change  only  serves  to  highlight  the 
fact  that  this  change  is  necessary  to  bring   into   better  balance  the 
application  of  the  Department's   limited   resources. 

Very  sincerely  yours. 


Samuel   R.  Pierce,  Jr. 
Attachments 
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Management  Review  -  April  1979 

"The  current  three-tiered  organizational  structure  of  the  HUD  Tennessee 
Offices,  Knoxville,  Nashville,  and  Memphis  is  contributing  substantially  to 
problems  in  management  of  the  Housing  programs.  Although  a  strong  Director 
of  Housing  will  provide  much  of  the  guidance  and  management  now  lacking  and 
needed  for  the  effective  operation  of  the  offices,  it  is  unlikely  that. all 
the  organizational  problems  will  be  thereby  solved. . ."The  current  organization 
of  the  State  of  Tennessee  Area  Office  and  Service  Offices  is  seriously" 
hampering  effective  management  and  supervision  of  the  Housing  Division  personnel 
in  all  three  offices.  The  current  authority  structure  requires  the  Nashville 
Service  Office  to  be  responsible  for  the  Memphis  Service  Office,  and  the 
Knoxville  Area  Office  to  be  responsible  for  the  Nashville  Service  Office. 
This  three-tiered  authority  structure  has  proven  extremely  difficult  to 
implement,  and  the  problems  generated  have  proven  to  be  substantial  and  of 
great  concern.  Upper  level  management  staff  in  the  Nashville  and  Memphis 
Service  Offices  have  great  concern  about  their  authority  and  accountability..." 
(emphasis  added). 

Management  Review  -  1980 

"As  reported  in  our  April  1979  report,  the  present  organizational 
structure  of  the  State  of  Tennessee  Area  Office  and  the  Service  Offices  in 
Nashville  and  Memphis  is  continuing  to  restrict  effective  management  and 
supervision  of  Housing  Division  staff  in  these  officesT   Although  substantial 
progress  has  been  made  by  the  Knoxville  Area  Office  Manager  relative  to 
Offices,  the  three-tiered  authority  structure  is  proving  to  be  ineffective 
and  cumbersome  to  manage.  This  is  particularly  evident  with  the  split  multi- 
family  processing  authority  between  the  Nashville  Service  Office  and  Knoxville 
Area  Office.  Considering  the  present  Departmental  staffing  policy,  it  is 
reasonable  to  assume  that  the  Knoxville  staff  will  continue  to  be  involved 
with  Nashville  multifamily  projects  to  the  detriment  of  not  expeditiously 
processing  their  own  projects.  To  eliminate  the  present  problem  and  provide 
expeditious  service  to  our  clients,  the  Department  should  consider  (if 
it  ever  becomes  possible)  restricting  all  multifamily  activity  to  the 
Knoxville  Area  Office  which  has  the  staff  capability  to  insure  rapid 
processing  of  all  multifamily  project  applications  received  in  Tennessee" 
(emphasis  added). 

The  current  Regional  Administrator,  Clifton  G.  Brown,  stated  in  a 
September  23,  1982  memorandum: 

"It  should  be  additionally  noted  that,  prior  to  the  1982  review, 
we  had  proposed  a  shift  of  multifamily  functions  from  the  Nashville 
Office  to  the  Knoxville  Office,  our  July  1982  (management)  report 
did  not  focus  on  the  continuing  operational  problems  that  the  "dual 
multifamily"  office  configuration  is  causing  in  our  Housing  programs. 
Nonetheless,  it  should  be  noted  that  the  problems  clearly  articulated 
in  the  1979  and  1980  reviews  were  present  at  the  time  of  the  latest 
performance  review,  and  continue  to  hamper  our  operations  in  Tennessee 
to  this  very  day"  (emphasis  added). 
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The  following  are  specific  concerns  regarding  the  assumptions  and  methodology 
used  by  GAO. 

1.  Use  of  Questionnaire  Results.  As  a  basis  for  determining  relocation  costs 
and  severance  costs,  the  GAO  surveyed  employees  in  both  Knoxville  and 
Nashville  to  determine  how  many  employees  would  accept  a  transfer  to 
another  location.  The  survey  results  indicated  that  a  higher  percentage  of 
employees  would  accept  a  transfer  from  Ilashville  to  Knoxville  than  the 
percentage  estimated  by  the  Department  in  compiling  its  relocation  and 
severance  costs.  Ue  believe  the  GAO  figure  is  invalid  for  two  reasons. 
First,  while  the  entire  populations  of  both  offices  were  surveyed,  16%  of 
the  individuals  surveyed  did  not  respond.  Since  this  is  not  a  random 
sample,  the  results  can  be  skewed  and  do  not  necessarily  represent  the 
actual  views  of  the  majority  of  employees.  Second,  employees  tend  to 

tell  interviewers  whatever  will  most  likely  impact  negatively  on  the 
decision  to  proceed  with  the  transfer  of  function.  Therefore,  we  believe 
that  our  historical  figures  on  the  number  of  employees  who  have  actually 
accepted  transfers  in  past  reorganizations  have  more  predictive  validity 
than  figures  which  were  derived  from  surveying  the  affected  employees. 

2.  Early  Retirement.  The  GAO  report  states  that  employees  who  retire  early 
place  an  additional  burden  on  the  retirement  system  and  that  those  figures 
should  be  included  in  the  cost  of  the  reorganization.  We  think  that  this 
is  a  highly  speculative  area  and  that  the  three  employees  the  GAO  noted  as 
eligible  for  early  retirement  may  or  may  not  be  affected  by  the  reorganizatior 
and,  if  affected,  may  or  may  not  retire. 

3.  Relocation  Costs.  Relocation  costs,  as  estimated  by  the  GAO,  are 
significantly  higher  than  those  estimates  by  the  Department.  This  results 
from  the  Department's  estimate  that  21  employees  would  relocate  to  Knoxville 
vs.  the  estimate  of  27  by  the  GAO.  In  addition,  the  Department  used  its 
actual  1982  year-to-date  cost  figure  of  $14,000  per  family  move  whereas 

GAO  used  their  survey  information  and  applied  the  maximum  dollar  entitlement 
under  the  new  Federal  Travel  Regulations  effective  on  October  1,  1982. 
Again,  we  believe  that  using  the  maximum  dollar  amount  significantly 
overstates  the  probable  costs  of  relocation  and  that  using  the  survey 
results  indicating  the  number  of  employees  expected  to  move,  to  sell 
their  existing  homes,  and  to  buy  new  ones  inflates  the  cost. 
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Travel  Costs.  The  GAO  estimate  of  travel  costs  is  too  high.  The  GAO 
estimates  that  the  increase  in  travel  would  be  at  least  $72,000  or 
2185i  greater  than  the  Department's  estimate.  The  $72,000  figure  when 
added  to  the  FY  1983  allocation  of  $164,500  for  the  entire  State  of 
Tennessee  is  significantly  out  of  line  with  similar  sized  offices. 

Personnel  Savings.  It  is  unclear  how  the  GAO  determined  the  number  of 
personnel  saved  as  a  result  of  the  reorganization.  The  Department 
stands  by  its  estimate  that  9  positions  would  be  eliminated.  Furthermore, 
the  GAO  claims  that  because  of  the  increase  in  travel  time,  significant 
increases  in  staff  would  be  required  to  compensate  for  increased  travel. 
This  is  simply  not  true.  Both  the  Birmingham  Office,  which  covers  the 
entire  state  of  Alabama  and  is  25%  larger  geographically  than  Tennessee 
and  the  Denver  HUD  Office  which  covers  the  entire  mountain  states  area  or 
920  X  900  miles  receive  the  same  allocation  of  multi-family  staff  per 
project  as  Tennessee. 

Therefore,  no  increase  in  personnel  will  result  from  any  increase 
in  travel  requirements. 

Space  Costs.  The  GAO  analysis  resulted  in  significantly  higher  space 
savings  as  a  result  of  consol idation  in  Nashville  than  the  Departmental 
estimates.  The  Office  of  Administrative  Services  in  Headquarters  reviewed 
the  space  situation  and  produced  results  similar  to  the  Regional 
estimates. 
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ATTACHMENT  (C) 


The  following  workload  data  for  the  State  of  Tennessee  clearly 
demonstrates  that  there  is  no  apparent  need  for  two  multifamily  office 
locations  in  Tennessee: 

1.  Assisted  housing  development  activity  in  Tennessee  has 
dropped  82  percent  in  the  period  1978-1982. 

2.  In  terms  of  comparison,  other  states  in  Region  IV,  with 
larger  workloads  and  larger  geographic  areas,  are  serviced 
by  one  multifamily  office  location.   For  example,  in  FY  1979 
both  Florida  (8,835  assisted  housing  reservations)  and  North 
Carolina  (7,088  assisted  housing  reservations)  had  much 
larger  workloads  than  Tennessee  (5,540  assisted  housing 
reservations),  yet  both  states  are  at  least  25  percent 
larger  than  Tennessee  and  effectively  operated  with  only 
one  multifamily  office  location. 

3.  While  the  unsubsidized  insured  housing  workload  is  slowly 
beginning  to  recover  in  Tennessee,  most  of  the  activity 

is  related  to  initiatives  designed  to  generate  low  interest 
money  (e.g.,  tandem  targeted  for  UDAG,  Section  103  bonds, 
etc.)  and  not  overall  demand  at  market  rates.  The 
unsubsidized  insured  housing  workload  in  Tennessee  in  FY  82 
was  997  starts  and  is  projected  to  be  approximately  1,875 
for  FY  83.  By  comparison,  in  FY  81  our  Alabama  office 
handled  a  higher  unsubsidized  insured  workload  (over  2,500 
starts)  from  one  office  location  in  a  state  covering 
25  percent  more  geography  than  Tennessee. 

4.  Even  the  housing  management  workload,  while  increasing 
moderately,  does  not  require  two  office  locations  to  service 
HUD's  clients".   In  fact,  most  activities  in  housing  management 
are  performed  via  correspondence  or  on-site  visits  by  HUD 
staff.  When  looking  at  total  housing  management  activity 
(both  multifamily  assisted  management  and  loan  management), 
the  workload  for  the  Georgia  office  (1,213  total  projects) 

is  32  percent  higher  than  Tennessee  (917  total  projects). 
Georgia  covers  a  geography  39  percent  larger  than  Tennessee; 
yet  one  multifamily  office  location  in  Georgia  effectively 
services  this  workload. 
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Senator  Tower.  Senator  Dodd. 

Senator  Dodd.  Thank  you. 

Mr.  Secretary,  I  welcome  you  to  the  committee  and  appreciate 
your  testimony. 

In  one  part  of  your  testimony,  you  talked  about  fair  housing  com- 
mitments, your  commitments  and  the  agency's  commitment  to  it. 

Certainly  you  are  aware  that  a  few  years  ago  there  was  an  effort 
in  Congress  to  strengthen  the  Fair  Housing  Act  of  1968  which  was 
not  successful  upon  analysis. 

And  I  was  sort  of  under  the  impression  anyway  that  this  admin- 
istration was  going  to  propose  some  amendments  to  expand  compli- 
ance with  our  fair  housing  laws.  Is  this  the  case? 

If  so,  when  would  you  expect  the  administration  to  forward  the 
Congress  suggestions  in  these  areas?  And  do  you  have  any  idea  of 
what  they  would  be? 

Secretary  Pierce.  We  do  expect  to  amend  the  fair  housing  laws. 
They're  being  negotiated  and  worked  on  right  now,  between  my 
Department  and  the  Department  of  Justice. 

When  we  have  worked  out  our  differences,  the  proposed  bill  will 
go  to  the  Cabinet  Council  for  legal  policy  at  which  time  it  will 
become  finalized  and  it  will  be  presented  to  the  President.  He,  of 
course,  will  have  the  final  say  with  respect  to  the  bill. 

It  will,  then,  come  to  Congress. 

The  nature  of  the  proposal  that  we're  making  is  to  increase  the 
power  of  the  Secretary  of  HUD  in  enforcement  procedures.  Right 
now  we  are  limited  basically  to  conciliation  procedures.  We  want  to 
make  them  stronger  so  that  a  Secretary  can  move  into  court  quick- 

ly. 

So,  that's  basically  what  we're  trying  to  do. 

That  should  be  here,  we  hope,  sometime  in  this  early  spring. 

Senator  Dodd.  Sometime  in  early  spring? 

Secretary  Pierce.  Yes. 

As  I  say,  I  can't  guarantee  exactly  when  it  will  come,  because  it 
has  to  go  through  quite  a  process. 

Senator  Dodd.  I  wonder  if  you've  considered,  in  the  area  of  hous- 
ing discrimination,  an  area  that  doesn't  oftentimes  get  discussed 
but,  I  gather,  is  one  of  some  degree  of  seriousness,  the  question  of 
discrimination  against  people  with  children  in  housing. 

It's  not  uncommon  to  see  advertisements  for  housing — oftentimes 
some  landlords  think  of  children  as  pets,  I  guess,  and  children  are 
excluded — or  families  with  children  are  excluded. 

How  serious  of  a  problem  is  that? 

Secretary  Pierce.  Frankly,  I  can't  tell  you  off  the  top  of  my  head. 
Actually,  in  working  with  fair  housing,  we  didn't  give  that  any  con- 
sideration. 

In  our  own  housing,  naturally,  we  do  have  children.  We  make 
provisions  for  children. 

I  know  in  the  private  sector,  conventional  housing,  so  to  speak, 
there  is  a  good  deal  of  housing  that  prevents  families  with  children 
from  renting  space. 

Senator  Dodd.  Are  you  aware  of  any  studies  done  at  all  to  deter- 
mine how  widespread  that  form  of  discrimination  is? 

Secretary  Pierce.  No,  I  am  not.  I  have  not  made  any  studies,  and 
I  do  not  believe  there  have  been  any  studies  that  have  been  made 
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in  the  Office  of  Policy  Development  and  Research  recently  Howev- 
er, following  is  a  list  of  studies  made  several  years  ago: 

"Housing  Our  Families,"  PD&R,  August  1980. 

"Families  and  Housing  Markets:  Obstacles  To  Locating  Suitable  Housing,"  Urban 
Institute,  September  1980. 

"How  Restorative  Rental  Practices  Affect  Children,"  Survey  Research  Center, 
University  of  Michigan,  August  1980. 

"Measuring  Restorative  Rental  Practices  Affecting  Families  With  Children:  A  Na- 
tional Survey,"  Survey  Research  Center,  University  of  Michigan,  July  1980. 

"Monitoring  Local  Ordinances  on  Anti-Children  Rental  Practices,"  Dora  Ashford, 
James  Lowery,  Irene  Wolt,  February  1982. 

"Discrimination  Against  Families  With  Children  in  Rental  Housing,"  Frank 
Schnidman;  Christopher  M.  Lorenzo  and  Debbie  R.  Malinsky,  Center  for  Urban 
Policy  Analysis,  1980. 

"How  Selected  HUD  Programs  Serve  Low-  and  Moderate-Income  Families," 
Urban  Institute,  1980. 

Senator  Dodd.  Are  we  under  the  5-minute  rule,  Mr.  Chairman? 

Senator  Tower.  I  think  we'll  permit  10.  We  do  have  another 
panel  to  appear  here. 

Senator  Dodd.  Fine. 

I  just  have  a  couple  more,  and  I'll  try  to  get  through  them  quick- 
ly- 

Senator  Tower.  Right. 

Everybody  will  not  use  his  full  10  minutes.  [Laughter.] 

Senator  Dodd.  Mr.  Secretary,  I  notice  in  the  budget  that  you 
made  some  suggestions  that  there  be  a  change  in  the  so-called 
housing  voucher  proposal  offered  last  year  and  will  now  allow  for 
some  increases  in  a  substantive  amount  over  the  terms  of  the  con- 
tract. 

I  wonder  if  you  might  enlighten  us  as  to  whether  these  necessary 
subsidiary  increases  will  be  reflected  in  the  original  contract  com- 
mitments or  will  these  increased  costs  result  in  a  diminishing 
number  of  certificates  over  time? 

How  is  that  going  to  work? 

Secretary  Pierce.  Actually,  it  would  be  left  to  the  public  housing 
authorities  to  decide  whether  there  should  be  increases  in  that  par- 
ticular area.  It  will  not  be  a  national  program.  It  will  be  done  on 
an  individual  PHA  basis.  They  will  use  part  of  their  budgeted  hous- 
ing certificates  for  this  purpose. 

So,  technically  speaking,  it's  very  possible  for  the  number  of 
housing  certificates  to  diminish.  We  will  be  watching  the  situation 
very  closely.  If  we  think  we  are  running  into  a  problem  there,  we 
will  ask  for  more  certificates  from  Congress. 

So,  it's  something  we'll  have  to  watch  and  observe.  It's  very  pos- 
sible it  won't  be  a  problem  at  all,  but  it  is  possible. 

I  think  we'll  have  to  see  it  work. 

ELDERLY  HOUSING 

Senator  Dodd.  Let  me  mention  one  other  thing.  I  don't  want  to 
get  parochial.  We  had  a  case  in  Connecticut  which  has  provoked  a 
great  deal  of  interest — in  certain  quarters  anyway — where  people 
qualified  for  elderly  housing,  the  age  of  a  person  that  could  apply 
and  be  admitted  to  that  housing  was  dropped  from  the  traditional 
age  of  older  Americans  to  age  50.  I'm  told  that's  allowable  under 
the  law. 
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Are  there  not  some  standards  to  be  applied  to  the  age  of  older 
Americans  that  are  applied  pretty  directly  across  the  board? 

Secretary  Pierce.  I  think  that's  allowable  under  the  law,  too.  But 
just  to  check  it — I  have  my  general  counsel  here,  and  I'll  ask  him. 

Senator  Dodd.  I'm  speaking  to  specifically  the  Wind  project  in 
Waterbury,  Conn. 

Secretary  Pierce.  I'm  not  familiar  with  that  project. 

We  have  Assistant  Secretary  Abrams  here.  He  is  familiar  with 
the  Wind  Project.  He  can  answer  your  question. 

Senator  Dodd.  Rentals  are  up  to  $1,000  a  unit,  and  people  qualify 
as  older  Americans  at  age  50.  Waterbury  Conn.,  is  a  nice  town,  but 
$1,000  a  month  is  not  the  average  rent. 

Mr.  Abrams.  I  think  you  have  accurately  portrayed  what  the  sit- 
uation is  there.  It's  a  good  example  of  how  the  program  built  hous- 
ing where  it  wasn't  necessary  at  excessive  costs. 

In  that  particular  situation,  there  is  a  surplus  of  elderly  housing 
in  that  particular  neighborhood  where  the  housing  project  was  de- 
veloped. And  there  is  not  enough  of  an  elderly  waiting  list  who  are 
willing  to  occupy  the  units  in  that  particular  neighborhood  who  are 
62  years  old  or  over. 

So,  the  request  came  in  to  reduce  the  age  of  the  eligible  occu- 
pants of  the  building. 

Our  records  show  that  over  the  years  th^re  will  be  enough  of  a 
demand  in  that  community.  But  it  is  an  anomaly  of  the  Section  8 
new,  existing,  and  sub  rehab  program,  that  more  units  were  built 
than  the  market  needed,  because  there  was  no  demand  orientation 
to  the  program.  It  was  strictly  a  program  that  thrived  on  the 
amount  of  subsidy  and  tax  shelter  that  could  be  justified. 

There  was,  of  course,  a  subsequent  project  that  was  proposed  in 
that  community,  which  we  concurred  that  it  would  be  inappropri- 
ate to  build  more  elderly  housing  in  that  community. 

Senator  Dodd.  I  just  raised  the  point.  I've  always  been  very  sup- 
portive, as  you  know,  of  these  programs.  I  never  thought  they 
ought  to  receive  such  an  advantage  over  private  operators  to  the 
extent  that  he's  able  to  get  as  much  as  $1,000  for  rent.  On  a  family 
basis,  the  differential  is  incredible,  better  than  2  to  1. 

Mr.  Abrams.  I  agree  with  you.  Senator.  And  we've  made  changes 
in  building  up  the  pipeline  of  the  section  8  new  and  sub  rehab  pro- 
gram that  we  hope  will  preclude  that  from  happening  again. 

But  it's  a  complicated  function  of  the  fair  market  rents,  which 
are  neither  fair  nor  market,  and  a  number  of  other  devices  that 
were  developed  within  HUD  in  the  late  1970's  to  drive  the  program 
toward  production,  without  any  consideration  of  need  in  the  com- 
munity. 

Senator  Dodd.  I  am  not  going  to  pursue  this  here,  but  I  would 
like  to  follow  up  with  some  possible  suggestions  that  HUD  may 
have  on  how  to  correct  that  kind  of  situation  occurring  in  the 
future,  since  we  have  got  a  lot  of  section  8  units  out  there,  for  a 
number  of  years  to  come.  And  I  would  like  to  minimize  the  possi- 
bility of  that  kind  of  gouging  to  occur.  So  I  will  terminate  my  ques- 
tion here,  Mr.  Chairman.  Thank  you. 

Senator  Tower.  Senator  Heinz. 
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Senator  Heinz.  Thank  you,  Mr.  Chairman.  Let  me  commend  you 
for  holding  these  hearings,  and  welcome  Secretary  Pierce  to  our 
committee. 

Mr.  Secretary,  thank  you  for  laying  out,  I  think,  quite  succinctly, 
all  the  things  the  administration  has  done,  and,  Mr.  Chairman,  I 
would  ask  unanimous  consent  that  some  remarks  I  have  appear  at 
the  appropriate  point  at  the  beginning  of  our  hearing  this  morning. 

NEIGHBORHOOD  DEMONSTRATION  PROJECTS 

Mr.  Pierce,  I  would  like  to  direct  your  attention  to  the  Neighbor- 
hood Development  Demonstration  Act.  My  understanding  is  that 
HUD  has  some  reservations  about  this  bill.  It  doesn't  have  very 
much  money  in  it.  It's  a  $15  million,  3-year  authorization,  only  $2.5 
million  in  fiscal  year  1983  and  I  suppose,  just  to  clarify  what  your 
thinking  is,  that  it  would  be  truly  helpful  if  I  could  have  the  opin- 
ion on  whether  or  not  you  agree  that  neighborhood  groups  have 
been  effective  in  spurring  development  and  creating  jobs. 

Do  you  feel,  on  balance,  they  have  been  effective? 

Secretary  Pierce.  Yes.  I  would  say  neighborhood  groups  have 
been  effective.  When  I  say  that,  though,  I  want  to  quickly  add  that 
I  think  they  have  been  effective  by  working  in  the  neighborhoods 
and  working  with  private  organizations,  particularly  with  private 
business  and  with  their  own  local  governments,  in  bringing  about 
various  kinds  of  business  and  job  opportunities. 

Senator  Heinz.  I  would  agree  with  you.  HUD  contracted  for  a 
study  with  the  Urban  Institute,  and  it  is  my  understanding  that 
that  study  says,  in  part,  that  many  neighborhood  demonstration 
projects  were  highly  successful  in  producing  specific  intended  out- 
puts through  housing  and  community  development  efforts.  They 
were  more  successful  than  others.  The  organizations  effectively  le- 
veraged NSHD  grants,  obtained  large  amounts  of  other  funds  and 
monetary  resources  consistent  with  expectations.  They  were  enor- 
mously successful  in  directing  project  benefits  to  people  within 
their  own  communities,  and  obtained  some  significant  project  as- 
sistance in  the  residents  'self-help  efforts. 

I  know  you  support  leveraging.  I  know  you  support  neighborhood 
self-help  efforts.  Let  me  ask  you,  further,  do  you  believe  that  these 
kinds  of  neighborhood  groups  have  been  severely  affected  by  cuts 
in  such  Federal  programs  as  CETA,  VISTA,  community  service 
agency  grants,  and  others? 

Secretary  Pierce.  They  would  have  to  be  somewhat  affected,  but 
I  really  do  not  think  they  have  been  too  greatly  affected,  because  I 
think  they  may  have  still  been  able  to  do  a  great  deal  along  the 
lines  that  I  stated  earlier,  with  private  business  and  various  other 
private  organizations,  in  particular  neighborhoods,  and  with  their 
own  local  governments. 

Senator  Heinz.  Perhaps  you  could  comment — either  now  or 
later — you  may  or  may  not  have  seen  this  study,  the  U.S.  Catholic 
Conference's  Campaign  for  Human  Development,  did  a  survey  last 
year.  They  released  this  July  15,  1982,  on  the  impact  of  Federal 
budget  cuts  on  CHD-funded  organizations. 

In  answer  to  the  question,  "Were  the  organizations  affected?" 
and  I  quote:  "The  vast  majority,  80  percent,  stated  that  their  orga- 
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nization  had  been  affected  by  the  budget  cuts."  How  deeply  they 
were  affected  can  be  judged  by  the  fact  that  46  percent  of  the  re- 
spondents had  lost  staff.  Half  of  these,  let  us  say  23  percent  of  all 
respondents,  had  lost  more  than  half  their  staff. 

In  other  words,  more  than  1  out  of  4  organizations  funded  by 
CHD  had  lost  more  than  half  of  their  staff  in  the  past  year;  41  per- 
cent had  eliminated  programs,  especially  housing  rehabilitation 
and  treatment  programs  were  most  frequently  being  mentioned  as 
eliminated.  That  study  was  conducted  early  in  what  would  have 
been  for  us  fiscal  1982.  It  is  now  probably  much  worse  in  fiscal 
1984. 

Let  me  ask  you,  if  you  would,  to  take  a  look  at  that.  Do  you  have 
any  information  updating  it?  We  would  appreciate  that.  I  suppose 
that  really  leads  me  to  my  next  inquiry,  whether  or  not  you  would 
agree,  if  you  agree — of  this  survey — that  neighborhood  groups 
should  be  given  some  help  in  making  a  transition  to  greater  self 
sufficiency.  That  is  the  objective  of  our  bill.  How  do  you  feel  about 
that? 

Secretary  Pierce.  Frankly,  I  worry  about  a  national  bill  to  help 
neighborhood  organizations,  because  I  think  it  may  be  opening  a 
Pandora's  box  to  start  a  great  deal  of  money  flowing  to  neighbor- 
hood organizations.  Just  2  years  ago,  we  stopped  neighborhood  self- 
help  programs  in  HUD.  There  was  a  lot  of  criticism  of  them.  One 
of  the  biggest  criticisms  was  that  the  Federal  Government  was 
working  directly  with  neighborhoods  and  bypassing  local  govern- 
ments, which  mayors  and  councilmen  and  others  in  local  govern- 
ment did  not  appreciate. 

I  think  it  is  something  that  has  to  be  very  carefully  looked  at, 
because  I  certainly  do  not  think  that  we  would  like  to,  at  this  time, 
spend  a  vast  amount  on  these  programs  unless  we  are  absolutely 
certain  that  they  can  be  extremely  effective  and  do  something  that 
we  need  to  help  our  economy — and  not  merely  increase  the  deficits 
which  we  are  trying  to  hold  down,  and  which  are  so  essential  to 
keep  in  line  if  we  are  to  turn  around  this  economy  and  make  it 
strong  and  viable. 

Senator  Heinz.  Maybe  we  could  work  with  you  on  that,  Mr.  Sec- 
retary. As  I  say,  this  is  a  program  that  has  a  maximum  authoriza- 
tion of  $15  million. 

Secretary  Pierce.  That's  not  very  much  in  and  of  itself.  No, 
that's  very  little.  But  what  I  worry  about  is  what  will  happen  in 
the  future.  I  notice  that's  just  a  demonstration  program. 

FOOD  STAMPS  COUNTED  AS  INCOME 

Senator  Heinz.  A  3-year  program,  maximum  grant  is  $50,000. 

Let  me  turn  to  a  second  subject.  Is  my  understanding  correct 
that  HUD  is  planning  to  renew  its  proposal  that  food  stamps  be 
counted  as  income,  as  part  of  rent  determination? 

Secretary  Pierce.  We  are  not  renewing  that  proposal,  but  it  is  in 
the  Agriculture  proposal. 

Senator  Heinz.  That  is  to  say,  the  Agriculture  Department  sup- 
ports it?  And  you're  what,  for  it,  against  it? 

Secretary  Pierce.  We  would  be  for  it.  We  would  be  for  what  the 
Agriculture  Department  seeks. 
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Senator  Heinz.  How  do  you  address  the  issue  that  since  the  poor- 
est people  get  the  most  food  stamps,  they  would  have  the  largest 
amount  counted  against  their  rent  determination,  and  would  be 
forced,  therefore,  to  pay  the  highest  increase  in  rent?  How  does  one 
square  that? 

Secretary  Pierce.  One  squares  it  by  looking  at  food  stamps  and 
concluding  that  they're  the  equivalent  of  income.  If  you  don't  have 
to  pay  for  food,  then  the  amount  that  you  don't  have  to  pay  is  like 
receiving  income.  That  income  is  then  counted. 

If  you  could  get  some  other  family  who  is  not  on  food  stamps  for 
one  reason  or  another,  and  who  have  the  same  income,  they  would 
not  have  the  same  amount  of  money,  because  they  would  have  to 
buy  their  own  food. 

Senator  Heinz.  There  is  an  assumption  there  that  the  Federal 
food  stamp  program  results  in  a  100-percent  income  replacement 
with  respect  to  food  for  all  categories  of  needy  people.  It  is,  unfor- 
tunately or  fortunately,  as  the  case  may  be,  a  scaled  program.  It 
does  not  reflect  a  100-percent  replacement,  as  I  understand  it,  so 
that  it  would  seem  to  me  that  even  taking  food  stamps  into  ac- 
count, the  lowest  income  people  would  still  be  poorer  than  people 
who  had  more  income. 

Secretary  Pierce.  I  agree  that  these  are  factors  to  be  considered, 
but  basically  the  idea  is  that  food  stamps  give  somebody  income 
leverage.  I  think  that  is  true.  If  you  have  food  stamps,  it's  equiva- 
lent to  some  extent — it  has  got  to  be  equivalent —  to  money.  How 
much,  maybe,  you  could  argue  about.  What  the  impact  is,  maybe 
you  could  argue  about,  but  it  certainly  to  me  is  the  equivalent  of 
money.  It  has  the  equivalency  of  money. 

MORTGAGE  DELINQUENCY  RATES 

Senator  Heinz.  Mr.  Secretary,  finally,  I  would  just  like  to  bring 
to  your  attention  the  latest  information  on  mortgage  delinquency 
rates.  It  appears  now  that  the  December  1982  information  is  availa- 
ble that  mortgage  loans  in  all  categories — FHA  loans,  VA  loans, 
conventional  loans — delinquencies  continue  to  rise  alarmingly.  For 
conventional  loans,  they  have  risen  in  the  last  year  from  the 
middle  of  1981  from  3  percent  to  4  percent.  In  the  case  of  VA  loans 
they  have  risen  from  5  percent  to  now  6  percent.  In  the  case  of 
FHA  loans,  they  have  risen  from,  I  would  guess,  6V4  percent  to  a 
little  over  7  percent.  The  lines  are  sharply  upward. 

Are  you  concerned  that  these  delinquency  rates  are  going  to  con- 
tinue to  increase.  No.  1,  and  No.  2,  be  followed  by  foreclosures,  as 
they  usually  are? 

Secretary  Pierce.  Well,  actually,  I  really  believe  that  later  this 
year  the  situation  will  improve,  and  I  am  going  to  put  into  the 
record  here — I  will  file  it  for  the  record — some  foreclosure  rate  sta- 
tistics that  we  have  covering  the  years  from  1960  right  through 
1982.  I  think  when  you  look  at  those  you  will  find  that  we  were  in 
much  tougher  positions  in  the  early  to  mid  1960's  and  early  to  mid 
1970's.  I  don't  have  the  Great  Depression  figures  here,  but  they 
were  awful. 

I  think  we  are  coming  out  of  this.  As  the  economy  gets  going,  I 
think  we  will  get  out  of  this.  I  believe  delinquency  rates  are  high, 


65 

that's  true.  You  have  got  to  take  those  deUnquency  rates  and  look 
at  them  in  context  with  the  foreclosure  rates,  because  you  will  find 
that  a  lot  of  banks  are  making  deals  with  people  to  prevent  them 
from  going  into  foreclosure.  They  are  delinquent,  but  they  are 
making  deals  to  carry  them  until  they  can  get  on  their  feet. 
There's  a  lot  of  that  going  on.  So  we  have  got  much  higher  delin- 
quency rates  than  the  foreclosure  rates. 

But  I  think  the  situation  is  going  to  improve.  I  don't  think  it's 
anywhere  near  where  it  was  in  the  early  to  mid  1960's  and  1970's. 

Senator  Heinz.  My  time  has  expired.  Mr.  Secretary,  thank  you. 

Senator  Tower.  Senator  Riegle. 

HOUSING  FORECASTS 

Senator  Riegle.  Thank  you,  Mr.  Chairman.  I  have  several  things 
to  deal  with  today.  Mr.  Secretary,  last  time  you  were  here  we  dis- 
cussed housing  forecasts,  and  the  housing  needs  in  this  country  in 
terms  of  additional  housing  production,  and  at  the  time,  as  I  recall, 
the  Department  did  not  have  a  numeric  forecast  on  what  it 
thought  would  be  needed  in  the  way  of  housing.  You  made  a  refer- 
ence to  the  RAND  study  done  in  1981.  The  RAND  study,  as  I  un- 
derstand it,  focused  on  rental  housing  demand  and  did  not  try  to 
project  the  need  for  low-  and  moderate-income  housing. 

I  have  taken  a  look  at  what  other  experts  in  the  field  are  project- 
ing in  housing  demand  for  the  rest  of  this  decade.  Kenneth  Rosen, 
chairman  of  the  center  for  Real  Estate  and  Urban  Economics  at 
the  University  of  California  at  Berkeley,  projects  an  annual  need 
for  new  housing  units  of  between  1.8  million  and  2.7  million  units. 
This  is  based  on  population  growth  forecasts,  household  formations, 
the  replacement  demand  as  housing  falls  out  of  the  housing  stock, 
and  so  forth. 

John  Weicker,  director  of  the  housing  and  financial  markets 
urban  program  at  the  Urban  Institute,  has  projected  a  demand  for 
between  24  and  27  million  new  units  through  the  1980's. 

As  nearly  as  can  be  determined,  a  consensus  of  housing  forecast- 
ers in  the  private  sector  project  the  need  for  somewhere  between 
21  and  23  million  new  housing  units  in  the  1980's.  That  would  give 
us  an  annual  rate  of  1.8  million  to  2  million  units. 

I  would  like  the  Department  to  give  us  a  formal  estimate,  the 
best  estimate  you  can  make,  as  to  what  the  housing  needs  are  in 
terms  of  new  units  being  produced  throughout  the  next  decade, 
with  whatever  background  information  you  want  to  provide.  I  want 
to  have  a  clear  understanding  of  how  you  perceive  future  housing 
needs  and  what  that  judgment  is  based  on. 

I  would  ask  that  that  be  prepared  by  the  Department  and  given 
to  us  as  soon  as  possible. 

Secretary  Pierce.  We  will  prepare  that. 

[Requested  information  follows:] 
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Estimates  of  Potential   Housing  Demand  and  of  Potential   Housing 
Supply  in  the  United  States,   1980  to  1990 

The  history  in  the  1960's  and  1970' s  of  actual   housing  demand  due 
to  net  household  formations,  replacement  of  inventory  losses  to  house 
continuing  households,  and  adjustments  in  the  vacant  stock  is  shown  below, 
together  with  estimates  of  the  projected  potential   demand  in  the  1980s. 

Average  Annual   Changes 
(in  thousands  of  units) 

1980-90 
1960-70        1970-80        Low  est.         High  est. 


Net  Increase  in 
Households 

1,042 

1,693 

1,300 

1,500 

Replacement  of  Housing  Losses 

614 

525 

660 

840 

Vacancy  Adjustment 

-7 

279 

130 

150 

Total 

1,649 

2,497 

2,090 

2,490 

Because  of  the  very  low  real  cost  of  housing  in  the  1970's  and  high 
levels  of  housing  supply,  households  formed  at  an  unprecedented  rate.     While 
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1960's,  as  conservation  and  preservation  of  housing  became  more  important. 

In  the  1980' s,  the  high  real  cost  of  housing  suggests  that  household 
formations  will  decline  to  the  1.3  to  1.5  million  range,  and  the  housing 
loss  rate  may  also  decline  further.  These  estimates  assume  a  projected 
loss  range  of  .75  percent  to  .95  percent.  They  also  assume  that  the 
proportion  of  the  total  inventory  which  will  be  vacant  in  1990  is  similar 
to  that  observed  in  1980,  and  the  large  growth  in  vacant  stock  which  occurred 
in  the  1970s  will  not  be  repeated. 
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Past  experience  in  the  supply  of  housing,  and  the  estimated  supply 
projections  for  the  1980 's,  are  shown  below. 


Average  Annual   Changes 
(in  thousands  of  units) 

1980-90 
T 960-70        1970-80     Low  est.     High  est. 

Total   New  Production  1,587  2,072  1,775  2.050 

New  Conventional  Construction       1,381  1,705  1,525  1,700 

Single  Family  Completions  920  1,095  1,025  1,150 

Multi-family  Completions  461  610  500  550 

Mobile  Home  Placements  206  367  250  350 

Housing  Units  Added  From  Sources 
Other  Than  New  Production  196  457  315  450 

Total  Additional   Housing  Supplied     1,783  2,529  2,090  2,490 

Housing  supplied  from  all  sources  increased  tremendously  In  the 
1970's  over  the  1960's.     In  the  1960's,  conventionally-built  housing 
supplied  77  percent  of  additional   housing,  mobile  homes  12  percent,  and 
other  sources  (e.g.,  conversion  of  non-residential  structures  to  residential 
use,  subdivision  of  large  housing  units  into  smaller  housing  units,  and 
restoration  of  abandoned  or  uninhabitable  housing  units)  added  11  percent. 
In  the  1970's,  conventional   new  construction  increased,  but  its  proportion 
of  the  housing  supplied  declined  to  67  percent,  as  mobile  home  placements 
accounted  for  over  14  percent  and  other  sources  added  18  percent  (other 
sources  added  28  percent  in  the  period  1973  to  1980). 

In  the  projections  to  1990,  other  sources  are  conservatively  estimated 
to  add  15-18  percent  of  the  supply,  both  well  within  the  range  of  recent 
experience.    Mobile  home  placements  are  projected  to  provide  12-14  percent 
of  the  supply.     Both  of  these  proportions  are  also  justified  by  recent 
experience.     Conventional   housing  completions  are  projected  to  provide 
1.5  million  units,  or  73  percent  of  the  total  supply  at  the  low  demand 
estimate,  and  1.7  million  units,  or  68  percent  of  the  total   supply  at  the 
high  demand  estimate. 
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Senator  Riegle.  I  appreciate  that. 

On  UDAG's,  I  think  it's  fair  to  say  that  that  program  has  en- 
joyed about  as  much  support  here  in  the  Congress  as  any  program 
under  the  jurisdiction  of  HUD,  as  you  well  know.  That  support  has 
been  bipartisan.  It  has  been  active.  When  proposals  were  made 
early  in  the  administration  to  cut  UDAG,  there  was  a  bipartisan 
decision  not  to  do  that,  and  to  maintain  the  program. 

And  I  think  it  has  stood  very  well  the  test  of  time.  Certainly  in 
my  State,  and  other  colleagues'  States  as  well.  You  have  requested 
to  defer  $244  million  in  Action  Grants  funds  for  fiscal  year  1983  to 
be  used  in  the  new  budget  for  fiscal  year  1984.  I  understand  as  well 
that  if  the  Congress  does  not  agree  with  this  deferral  as  the  House 
has  not,  your  inclination  would  be,  as  a  Department,  to  neverthe- 
less request  a  lower  funding  level  next  year,  which  would  mean  a 
substantial  reduction  in  UDAG  funding. 

What  I  don't  understand  is  why  this  money  has  not  been  spent.  I 
have  the  feeling  that  there  are  a  vast  number  of  cities  across  the 
country  that  are  standing  in  line,  that  have  projects  they  want  to 
go  ahead  with.  They  feel  the  need  to  go  ahead  with  it,  yet  the  allo- 
cations haven't  been  made. 

I  am  just  wondering  how  many  applications  are  pending  today 
for  HUD  funding,  particularly  in  small  cities  money,  that  could 
perhaps  be  granted  so  that  this  money,  which  has  been  provided, 
could  be  spent. 

Secretary  Pierce.  Well,  that  was  the  problem.  The  problem  was 
that  during  the  past  year,  particularly  in  small  cities,  we  have  not 
been  able  to  get  good  applications,  and  the  reason  we  haven't  been 
able  to  get  good  applications  is  because  of  our  economy,  I  think, 
primarily,  because  the  businesses  do  not  want  to  move  into  those 
communities.  They  can't  leverage  the  private  businesses,  which  is 
absolutely  essential  to  get  a  UDAG  grant.  And  they  just  can't  get 
the  businesses  to  come  in. 

So  that  has  been  our  big  problem.  That's  one  of  the  reasons  we 
haven't  been  able  to  get  the  money  out.  There  are  other  reasons,  of 
course,  but  I  think  that  is  a  principal  one. 

Senator  Riegle.  I  wonder  if  in  a  situation  of  changed  conditions, 
and  a  serious  recession,  that  perhaps  it  might  require  a  re- 
evaluation  of  your  own  yardsticks. 

Maybe  the  leverage  factors  have  to  be  reduced.  These  funds  are 
need  by  small  cities  for  revitalization  and  for  a  new  economic  foun- 
dation. 

I  know  you  feel  that  that  is  necessary.  Do  you  think  it  would  be 
better  to  perhaps  revise  our  criteria  so  that  some  level  of  economic 
activity  could  go  forward? 

Secretary  Pierce.  We  have  that  under  consideration  right  now. 
We're  thinking  about  that.  But  we  also  have  to  think  about  this. 

SUPPORT  OF  PRIVATE  LEVERAGE  CRITICAL 

The  whole  idea  of  a  UDAG  is  that  you  leverage  the  private 
sector.  If  you  once  get  out  of  that,  you  don't  have  a  UDAG  pro- 
gram. You  have  something  else. 
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We  will  be  giving  small  cities  something  else  if  we  get  too  far 
away  from  private  leverage.  We've  made  much  in  our  department 
about  the  leverage  we  get  on  private  business. 

We're  proud  of  that.  We  go  around  and  we  talk  about  it. 

It  was  one  of  the  ways  which  I  was  able  to  sell  this  program  to 
my  own  administration. 

If  I  start  taking  away  that  private  leverage,  then  private  busi- 
ness is  really  not  as  active  as  we've  been  saying,  and  we're  going  to 
have  a  tougher  time  selling  UDAG. 

Senator  Riegle.  I  understand  that.  We  all  support  private  lever- 
age. It  has  been  a  critical  feature  of  the  program  in  terms  of  why 
it's  worked  and  why  I  think  it's  proving  its  success;  and  that 
there's  nothing  magical  about  a  6-to-l  ratio,  or  a  5-to-l  ratio. 

Secretary  Pierce.  We  got  6  to  1.  But  really  the  ratio  that  we 
have  by  regulation  is  about  2y2  to  1. 

Senator  Riegle.  Are  you  saying  you  do  not  have  any  small  city 
that  would  meet  the  test  of  2y2-to-l  ratio? 

Secretary  Pierce.  We  don't  have  overwhelming  numbers.  We  do 
have  some.  And  we're  processing  them  in  the  normal  manner. 

But  we've  had  a  number  of  them.  Many  have  fallen  out  of  the 
pipeline,  so  to  speak,  because  they  haven't  been  able  to  get  suffi- 
cient pvirate  sector  support. 

Senator  Riegle.  My  concern  is  this.  We're  at  a  point  where  we 
want  to  try  to  give  the  economy  as  much  chance  to  recover  as  pos- 
sible. 

In  many  cases,  small  cities  are  struggling  to  survive.  I  would 
have  a  clearer  picture  of  how  many  small  cities  have  not  met  the 
leverage  criteria,  and  have  for  for  one  reason  or  another  not  been 
approved. 

Secretary  Pierce.  Leverage  is  a  very  important  reason.  But  there 
are  other  reasons  why  we  don't  get  it,  too.  We  have,  I  think,  a  very 
good  group  working  on  this,  because  they  have  worked  so  effective- 
ly, and  have  been  economically  efficient,  and  honest  in  their  ap- 
proach. 

That's  why  Republican,  Democrat,  Conservative,  Liberal,  every- 
body likes  the  UDAG  program.  It's  been  a  very  well-run  program. 

There  are  a  variety  of  reasons  why  some  localities  do  not  get  a 
UDAG.  But  one  of  the  big  reasons,  as  I  said,  has  been  the  private 
leverage  problem  with  the  smaller  cities. 

Senator  Riegle.  Let  me  just  conclude  by  saying  that  there  is  a 
rising  concern  in  Congress  that  despite  the  fact  that  you  may  be  a 
supporter  of  UDAG,  there  are  others  in  the  administration  who  are 
not. 

0MB  has  made  it  clear  that  they  would  like  to  eliminate  the 
UDAG  program. 

The  fight  has  been  to  keep  it  a  separate  program  and  fully 
funded.  There  is  suspicion  that  the  money  is  not  being  spent  that 
could  be  spent,  partly  to  restrain  the  deficits  and  to  squeeze  it 
down  in  size. 

The  same  concerns  were  expressed  with  respect  to  the  appropri- 
ation of  $2.5  billion  for  public  housing  modernization  funds  in  fiscal 
1983. 
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HOUSING  APPROPRIATIONS  BEING  HELD  UP 

As  nearly  as  I  can  determine,  none  of  the  money  for  fiscal  year 
1983  for  public  housing  modernization  has  been  spent,  even  though 
we  are  almost  halfway  through  the  year.  And  apparently  the  rules 
and  the  regulations  are  in  the  process  of  being  revised  to  forestall 
the  movement  of  this  money  for  some  additional  number  of  weeks 
and  months. 

I'm  concerned  about  it  because  the  intent  of  the  Congress,  I 
think  is  clear,  to  not  only  move  on  housing  rehab  and  moderniza- 
tion in  this  way,  but  also  to  create  jobs  and  to  do  so  quickly, 

I  also  understand  that  on  February  9,  Assistant  Secretary 
Abrams  sent  a  memorandum  out  to  the  regional  HUD  offices  an- 
nouncing that  there  were  going  to  be  major  changes  in  the  proce- 
dure for  approving  funds  for  modernization  projects. 

So  it  looks  now  as  if  more  months  are  going  to  roll  by  before  we 
get  any  of  this  money  moving  through  the  pipeline  the  way  the 
Congress  intended. 

Can  you  give  us  a  report  on  that,  and  tell  us  what  is  being  done 
to  move  this  money  out  rapidly? 

Secretary  Pierce.  Do  you  want  us  to  give  you  a  written  report 
for  the  record? 

Senator  Riegle.  I  guess  I  would  like  you  to  be  able  to  tell  me 
that  there  has  been  a  breakthrough  and  the  money  is  being  spent. 
And  the  picture  is  not  as  frozen  as  it  sounds. 

Secretary  Pierce.  We'll  give  you  a  full  written  report,  but  I  want 
to  say  right  here  and  now  that  I  urge  and  push  my  staff  to  get  that 
money  out,  and  we  intend  to  have  it  into  the  field  and  working. 

Sometimes  we  have  holdups  for  one  reason  or  another,  and  we 
have  problems,  even  after  we  give  the  orders  to  get  the  money  out. 

My  view  is  to  push  and  get  the  money  out. 

Senator  Riegle.  Well,  we  want  to  help  you.  I  would  appreciate  it 
if  you  could  give  me  an  estimated  timetable  of  how  much  of  that 
money  is  actually  going  to  be  used  in  the  coming  months.  I  do  not 
want  to  see  the  funds  trapped  in  a  sea  of  changing  regulations  and 
paperwork,  and  shifting  of  decisionmaking  responsibilities,  so  that 
time  just  rolls  by.  The  money  is  needed  to  get  the  work  done. 

I  want  to  just  raise  one  other  thing  here.  There  are  others  here 
who  are  waiting  to  use  their  time.  Do  you  know  there  are  presently 
430,000  publicly  owned  housing  units  across  the  country  which  are 
over  20  years  old,  and  need  to  be  upgraded? 

You've  seen  these,  and  I  know  it's  a  concern  of  yours  as  well. 
There  have  been  a  number  of  studies  done.  One  HUD  study  by  Per- 
kins and  Will  in  1980,  estimated  that  the  capital  investment  re- 
quired nationally  to  bring  these  public  housing  projects  up  to  an 
acceptable  standard  of  efficiency  and  habitability  would  be  about 
$10.5  billion  in  1983. 

Other  groups  have  also  taken  a  look  at  this.  If  we  were  to  do  this 
over  a  5-year  time  frame,  it  would  require  something  between  $2  to 
$4  billion  a  year. 

Yet  your  budget  has  cut  modernization  funds  from  $2.6  billion  in 
1983  to  $1.4  billion  in  1984. 
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You  propose  to  phase  out  the  program  by  1988  claiming  that  the 
transitional  modernization  program  will  bring  all  the  units  up  to 
standard. 

As  we  do  this  analysis,  it  looks  as  if  you  are  walking  away  from 
the  problem  without  really  responding  to  it  in  the  dimension  to 
which  it  actually  exists. 

I  would  appreciate  your  comments  on  that. 

Secretary  Pierce.  Actually,  we  do  not  believe  we  will  bring  all  of 
the  units  up  to  standard  quality.  There  are  a  number  of  units,  for  a 
variety  of  reasons,  that  cannot  be  brought  up  to  standard  quality. 

We  believe  that  over  time,  over  the  next  5  years,  we  will  lose 
about  100,000  units.  So  we  are  not  going  to  make  all  of  these  units 
standard  quality. 

Also  the  amount  of  money  we're  asking  for,  although  the  mod- 
ernization amount  may  be  down  somewhat,  we  are  asking  for  more 
money  in  a  sense  because  we  are  changing  our  formula  from  the 
PFS  formula  to  a  fair  market  rental  formula. 

And  there'll  be  more  money  along  with  a  replacement  reserve 
given  to  the  PHA's.  So  you  have  to  take  that  into  consideration  to 
find  out  how  much  money  is  really  being  given,  which  is  quite  sub- 
stantial. Particularly  in  the  early  years  1984  and  1985. 

But  we  do  not  intend  to  bring  every  unit  up  to  standard  quality. 
There  are  many  reasons  why  that  can't  be  done. 

Some  of  them  would  require  being  completely  built  all  over 
again,  to  be  brought  up  to  quality.  And  we  can't  do  it. 

There  are  other  reasons.  Because  zoning  laws  are  something, 
they  can't  be  rehabilitated  any  further.  There  are  all  kinds  of  rea- 
sons why  we  can't. 

Senator  Riegle.  My  time  is  up.  Thank  you. 

Senator  Tower.  There  is  a  vote  on  the  Senate  floor.  Therefore,  I 
will  suspend  for  10  minutes. 

[Recess.] 

Senator  Tower.  The  committee  will  come  to  order.  Senator 
Riegle  would  like  to  ask  a  couple  of  more  questions,  Mr.  Secretary. 
Then  if  there  are  no  other  questions 

Senator  Riegle.  Thank  you,  Mr.  Chairman.  Senators  Sasser  and 
Lautenberg  I  now  have  questions. 

Senator  Tower.  And  Senator  Heinz  also  wanted  to  submit  ques- 
tions. 

FAIR  MARKET  RENTS 

Secretary  Pierce.  We'll  answer  them  for  the  record. 

Senator  Riegle.  Mr.  Secretary,  HUD  calculates  fair  market  rents 
as  the  basic  control  for  housing  assistance  under  the  major  section 
8  housing  program.  HUD  then  pays  the  difference  between  the 
rent  of  a  family  of  four — and  the  fair  market  rent. 

Fair  market  rents  have  not  been  adjusted  since  March  of  1981 
and  in  fact  have  been  reduced  by  about  16  percent  in  real  terms. 

I  would  like  you  to  comment  and  clarify  on  my  understanding  of 
your  proposals. 

Previously  the  FMR  has  been  calculated  at  the  50th  percentile  of 
previously  rented  apartments.  HUD  is  proposing  to  reduce  that  to 
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the  40th  percentile  of  all  standard  apartments  in  the  locality.  This 
would  reduce  the  fair  market  rent  standard  by  15  percent. 

Currently  landlords  do  not  charge  more  than  the  fair  market 
rent.  HUD  would  take  off  that  cap  and  require  tenants  not  only  to 
pay  30  percent  of  their  income,  but  also  any  rent  above  the  FMR 
standard.  At  the  same  time  President  Reagan's  Housing  Commis- 
sion found  that  people  holding  housing  certificates  had  a  hard  time 
finding  housing,  even  under  the  earlier  fair  market  rent  levels. 

In  fact  72  percent  of  the  minority  tenants  and  52  percent  of  non- 
minority  tenants  failed  to  find  adequate  housing  after  60  days  of 
looking.  Lower  fair  market  rents  will  make  that  situation  worse. 

I  am  wondering  what  evidence  there  is  that  assisted  housing  ten- 
ants are  not  going  to  be  increasingly  concentrated  in  poor  and  de- 
clining neighborhoods  as  a  result  of  these  new  proposals.  It  is  a 
concern  that  I  have  and  I  think  we  could  be  moving  in  the  wrong 
direction. 

What  is  your  reaction  to  these  concerns? 

Secretary  Pierce.  Well,  actually,  I  don't  think  they  will  be  ghet- 
toized  more  than  they  are  right  now.  If  you'll  travel  around  the 
country  and  look  at  public  housing  facilities,  city  after  city,  you'll 
find  they  soon  become  ghettoized. 

In  New  York  you  can  look  at  a  lot  of  public  housing  and  if  you 
find  one  or  two  white  families,  that  would  be  a  heck  of  a  lot.  Most 
of  the  tenants  are  black  and  Hispanic,  so  I  think  that  we  are  in  a 
position  right  now  of  having  heavily  ghettoized  public  housing  and 
public  facilities. 

So  what  I  really  believe — and  what  we  have  found  to  a  large 
extent  through  some  of  the  observations  we've  made  of  our  own  ex- 
isting section  8  program— is  that  people  are  able  to  get  out  of  the 
ghettos  better  with  certificates  than  with  public  housing. 

Public  housing  tends  to  establish  more  and  more  ghettos.  You 
mentioned  that  a  lot  of  families  are  not  able  to  find  a  place  to  live 
with  a  certificate.  I  think  that  when  you  analyze  that  even  more 
you'll  find  that  they  are  large  families  that  can't  find  places. 

We  are  looking  into  that.  It's  the  larger  families  who  have  prob- 
lems finding  places  in  the  cities  to  live.  That  is  true  whether  you 
have  a  certificate  or  not.  We  have  large  families  trying  to  get  into 
a  lirnited  amount  of  space,  and  we  have  long  public  housing  wait- 
ing lists  everywhere. 

So  that  is  really  what  is  happening.  I  guess  my  conclusion  is  that 
I  cannot  agree  with  the  presumptions  that  you  make. 

Senator  Riegle.  Before  I  yield  to  Senator  Sarbanes,  I  want  to  cite 
some  data,  both  for  you  and  the  record.  It  comes  from  the  Depart- 
ment. Data  from  President  Reagan's  Housing  Commission  has 
shown  that  there  is  a  problem  for  families  with  a  number  of  chil- 
dren, large  families,  as  you  say.  But  the  percentage  of  those  who 
could  not  find  housing  with  certificates  is  just  as  high  the  smaller 
families. 

Let  me  just  give  you  the  percentages.  I'm  going  to  give  them  to 
you  both  for  minority  and  nonminority.  This  is  your  own  data:  El- 
derly couples,  minority,  66  percent  have  found  that  they  could  not 
find  housing  within  60  days.  Younger  couples:  67  percent.  One 
parent  with  one  to  three  children:  75  percent.  One  parent  with 
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four-plus  children:  78  percent.  Two  parents  with  one  to  three  chil- 
dren: 63  percent.  Two  parents,  four-plus  children:  72  percent. 

These  are  extraordinarily  high  levels  and  think  you  have  a  seri- 
ous problem.  The  same  is  true  of  nonminority:  Elderly  couples,  50 
percent  could  not  find  housing;  younger  couples:  45  percent  could 
not  fmd  housing.  One  parent  with  one  to  three  children,  56  percent 
could  not  find  housing.  Two  parents,  one  to  three  children,  57  per- 
cent could  not  find  housing.  It  jumps  up 

Secretary  Pierce.  May  I  just  make  a  couple  of  observations  on 
that.  Don't  forget  that  is  60  days,  but  the  main  observation  I  want 
to  make  is  that  we  have  never  gotten  back  one  certificate  from  a 
PHA;  not  one  existing  housing  certificate  has  ever  come  back  to  us. 

They've  never  given  a  single  one  back;  they've  always  been  able 
to  use  it. 

Now,  if  they've  been  able  to  use  all  of  the  certificates  issued  to 
them,  we  don't  see  the  problem  you're  talking  about  as  clearly  as 
you  do.  It  seems  to  me  if  that  were  a  problem,  we'd  be  getting  loads 
and  loads  of  certificates  back.  We  don't. 

UDAG  FUNDING  LEVELS 

Senator  Tower.  Senator  Sarbanes. 

Senator  Sarbanes.  Mr.  Secretary,  I  know  you've  been  asked  ear- 
lier this  morning  about  the  UDAG  funding  levels,  but  I  want  to 
make  sure  I  understand  exactly  what  your  position  is. 

As  I  understand  it,  you're  committed  to  funding  UDAG  at  $440 
million  in  fiscal  1984,  1985  and  1986;  is  that  correct? 

Secretary  Pierce.  That's  right. 

Senator  Sarbanes.  For  fiscal  1984  the  Administration's  request 
is  for  196.  I  take  it  you're  going  to  have  a  supplemental  or  budget 
amount  in  addition  to  the  440? 

Secretary  Pierce.  No,  we're  just  going  to  add  funds  appropriated 
but  not  used  in  prior  years. 

Senator  Sarbanes.  You're  going  to  do  what? 

Secretary  Pierce.  It'll  be  a  carryover. 

Senator  Sarbanes.  What  are  you  carrying  over,  the  244  from 
fiscal  1983? 

Secretary  Pierce.  Yes. 

Senator  Sarbanes.  That's  included  in 

Secretary  Pierce.  I'm  sorry.  It's  1981  and  1982. 

Senator  Sarbanes,  That's  included  in  the  Jobs  bill,  isn't  it? 

Secretary  Pierce.  We're  carrying  it  over  from  1981  to  1982.  As  I 
understand  it's  $244  million. 

Senator  Sarbanes.  Isn't  that  money  included  in  the  Jobs  bill? 

Secretary  Pierce.  Let  me  ask  my  finance  man.  I  don't  believe  so. 

This  is  Mr.  Kliman,  my  finance  officer. 

Mr.  Kliman.  Senator  Sarbanes,  the  $244  million  which  the  ad- 
ministration proposed  for  deferral  is  presently  being  overturned  in 
the  pending  Jobs  bill.  If  that  Jobs  bill  is  enacted,  then  the  $244  mil- 
lion will  be  made  available. 

Senator  Sarbanes.  In  fiscal  1983? 

Mr.  Kliman.  That  is  correct. 

Senator  Sarbanes.  What  will  be  the  funding  level  of  UDAG  in 
fiscal  1984? 
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Mr.  Kliman.  The  funding  level  in  the  budget  is  $196  million  for 
1984  plus  whatever  still  carries  over  from  1983. 

Senator  Sarbanes.  So  you're  not  going  to  fund  it  at  440  unless 
you  have  a  carryover? 

Secretary  Pierce.  Let  me  say  this.  We  will,  if  necessary,  ask  for  a 
supplemental.  The  440  is  where  we're  going  to  go. 

Senator  Sarbanes.  You're  committed  to  440? 

Secretary  Pierce.  That's  what  I  want. 

Senator  Sarbanes.  And  whether  or  not  you  have  a  carryover  to 
help  you  achieve  it? 

Secretary  Pierce.  Whether  or  not. 

Senator  Sarbanes.  Thank  you. 

I  wanted  to  ask  also,  are  you  proposing,  or  do  you  have  under 
consideration  eliminating  housing  as  an  authorized  activity  under 
the  UDAGs? 

Secretary  Pierce.  We're  now  limiting  housing  under  UDAGS. 
We're  emphasizing  commercial  and  industrial  use.  You  can  have 
housing  if  it  is  in  combination  with  a  commercial  or  an  industrial 
project. 

Senator  Sarbanes.  Has  there  been  an  abuse  or  the  commitment 
of  UDAG  funds  to  housing? 

Secretary  Pierce.  No,  I  wouldn't  say  there's  been  an  abuse,  but 
we  want  UDAGS  to  emphasize  more  commercial  and  industrial 
use.  We  want  to  emphasize  jobs  and  improvement  of  economic  con- 
ditions in  localities. 

Senator  Sarbanes.  What  percentage  of  the  current  UDAGs  have 
gone  for  housing? 

Secretary  Pierce.  This  year's? 

Senator  Sarbanes.  Any  years.  What  is  it  that  prompts  you  now 
to  limit  housing  under  the  UDAG  program. 

Secretary  Pierce.  The  economic  situation  we  live  in  prompts  me 
now. 

Senator  Sarbanes.  Prompts  you  to  do  that?  How  does  it  prompt 
you? 

Secretary  Pierce.  I  think  we  can  use  the  money  better  to  spur 
economic  activity  in  localities  than  having  it  used  for  housing. 

Senator  Sarbanes.  What's  the  factual  base  for  that  judgment? 
How  much  of  the  UDAG  money  has  been  used  for  housing? 

Secretary  Pierce.  You  mean  what  is  the  factual  base?  The  terri- 
ble recession  we've  been  in  is  the  factual  base,  but  we  can  get  you 
more  data,  if  you'd  like. 

Senator  Sarbanes.  How  much  of  the  UDAG  money  has  been 
used  for  housing? 

Secretary  Pierce.  I  would  have  to  get  that;  I  don't  have  it  direct- 
ly at  my  fingertips. 

Senator  Sarbanes.  Here's  an  authority  the  localities  had.  Some 
of  them  have  made  effective  use  of  UDAG  money  in  the  housing 
field  and  have  in  fact  created  jobs  in  the  construction  industry  at  a 
time  of  very  low  production. 

You're  now  proposing  to  cut  back  on  that  discretion.  That  runs 
directly  contrary  to  what  the  President  constantly  asserts  about 
giving  greater  discretion  or  more  leeway  to  State  and  local  people 
to  make  their  own  decisions  as  to  how  to  use  the  money. 

Secretary  Pierce.  They  can  get  it  out  of  CDBG  grants. 
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Senator  Sarbanes.  What's  the  rationale  for  that? 

Secretary  Pierce.  The  rationale  for  that  is  this:  We  believe  that 
there  are  areas  or  pockets  where  there  is  a  lack  of  rental  housing. 
We  intend  to  try  to  relieve  that  situation  through  a  rehab  program 
that  we  have  suggested  plus  allowing  communities  to  use  CDBG 
funds  for  construction. 

Senator  Sarbanes.  So  you're  proposing  to  broaden  their  discre- 
tion on  CDBG  to  embrace  new  residential  construction;  is  that  cor- 
rect? 

Secretary  Pierce.  Yes. 

Senator  Sarbanes.  At  the  same  time,  however,  you're  proposing 
to  limit  or  curtail  with  respect  to  the  UDAG. 

My  question  is  really.  Why  are  you  going  in  two  directions  at  the 
same  time? 

UDAG  FUNDS  FOR  INDUSTRIAL  AND  COMMERCIAL  PURPOSES 

Secretary  Pierce.  Because  we  think  that  the  UDAG  funds  are 
best  used  for  industrial  and  commercial  purposes.  Also  UDAG  does 
not  flow  to  everybody;  it's  a  competitive  thing.  It  only  goes  to  some 
communities  while  housing  is  more  of  a  general  thing  which  we 
can  get  through  the  community  development  block  grant 

Senator  Sarbanes.  I  understand  that. 

Secretary  Pierce.  But  a  UDAG  is  a  special  thing. 

Senator  Sarbanes.  Which  you  have  to  approve? 

Secretary  Pierce.  Yes. 

Senator  Sarbanes.  Well,  why  would  you  remove  from  the  UDAG 
competition  the  possibility  of  rental  use? 

Secretary  Pierce.  I  think  I  told  you  that,  Senator.  You  disagree 
with  it  but  I  told  you. 

Senator  Sarbanes.  You've  told  me  your  conclusion.  You've  not 
yet  given  me  the  basis  for  it. 

Secretary  Pierce.  I  said  we  will  supply  economic  data  for  you. 

Senator  Sarbanes.  Which  will  demonstrate  what? 

Secretary  Pierce.  Which  will  demonstrate  my  conclusions. 

Senator  Sarbanes.  I  want  to  know  what  kind  of  data  we're  going 
to  get,  Mr.  Secretary.  What  is  it  that  you're  going  to  supply? 

Secretary  Pierce.  My  office  will  supply  data  that  will  show  how 
cities  have  benefited  more  through  commercial  and  industrial  use 
in  the  sense  of  an  improvement  in  their  economies. 

Senator  Sarbanes.  Since  you  have  the  discretion  to  pick  these 
UDAG  grants,  I  don't  understand  why  you  don't  allow  them  to  con- 
tinue to  compete  if  they  can  put  together  a  good  residential  project 
with  a  high  leverage,  again,  with  a  lot  of  jobs.  That's  essential  to 
some  other  purposes. 

You  don't  have  to  give  it  to  them— you  make  a  fairly  good  ponit 
on  the  community  development  block  grant— if  it's  precluded  as  a 
legitimate  use  of  the  money.  You're  addressing  that  on  the  UDAG. 
You  passed  judgment  on  their  merits. 

If  someone  comes  in  with  a  very  meritorious  UDAG  that  em- 
braces within  it  residential  housing,  I  don't  see  why  you  ought  not 
to  include  it  at  the  outset. 

Secretary  Pierce.  It  can  have  residential  housing  in  it  if  it  is  tied 
to  a  commercial  or  industrial 
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Senator  Sarbanes.  But  you're  not  going  to  preclude  any  project 
that  has  only  residential  housing? 

Secretary  Pierce.  Yes,  we  are. 

Senator  Sarbanes.  No  matter  how  meritorious  it  may  be? 

Secretary  Pierce.  Yes.  That's  the  way  we  want  the  program  to 
work. 

Senator  Sarbanes.  You'd  better  give  me  the  kind  of  data  to  back 
the  arbitrary 

Secretary  Pierce.  We'll  send  that  to  you. 

Senator  Sarbanes.  I'd  like  to  see  it. 

Secretary  Pierce.  OK. 

[Requested  information  follows:] 
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RESPONSE  TO  QUESTION  OF  SENATOR  SARBANES 

Question:   Provide  UDAG  Data  in  Support  of  the  Decision  to 
Exclude  Housing-Only  Projects. 

Answer:   This  Administration  has  given  the  UDAG  program  a 
sharper  focus  on  economic  development.   This  translates  into  Job 
creation  and  fiscal  benefits  for  distressed  cities. 

Prior  history  with  the  program  demonstrated  that  industrial  and 
commercial  projects  did  a  better  Job  of  generating  permanent 
Jobs  than  did  neighborhood  projects  which  include  housing  only 
projects.   Commercial  and  industrial  projects  also  did  a  better 
Job  of  increasing  the  tax  base  of  distressed  cities.   The 
following  data  illustrate  the  point  regarding  Job  generation: 

New  Permanent 
Project  Type  Jobs 

Industrial  113,576 

Commercial  199,379 

Neighborhood  U6,125 

To  further  emphasize  the  primary  focus  of  the  program  the 
Department  e-ncouraged  industrial  and  commercial  projects  by 
eliminating  from  the  law  that  UDAG  fund  a  reasonable  balance 
between  neighborhood,  industrial  and  commercial  projects. 

As  a  consequence  of  the  movement  toward  Job  creating  commercial 
and  industrial  development  projects,  the  effeciency  of  Job 
creation  in  the  UDAG  program  in  constant  dollars  has  increased 
from  187  to  225  new  Jobs  per  million  dollars  of  UDAG  money. 
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Senator  Sarbanes.  On  your  public  housing,  the  Congress  pro- 
vided $2 ¥2  bilHon  for  the  modernization  of  public  housing  in  1983; 
is  that  correct? 

Secretary  Pierce.  For  the  modernization  in  fiscal  1983?  Yes,  I  be- 
lieve that's  right. 

Senator  Sarbanes.  What's  happened  to  that  money? 

Secretary  Pierce.  It's  been  put  out  into  the  various  regions  to  be 
given  to  the  PHA's  who  get  the  money. 

Senator  Sarbanes.  Is  that  right?  It's  ready  now  to  be  given  to 
the  PHAs? 

Secretary  Pierce.  Yes. 

Senator  Sarbanes.  Those  approvals  are  not  being  held  up? 

Secretary  Pierce.  No. 

Senator  Sarbanes.  Have  any  of  them  been  made? 

Secretary  Pierce.  I'll  ask  my  Assistant  Secretary  for  Housing, 
who  has  the  job  of  actually  distributing  them. 

Mr.  Abrams.  Senator,  the  process  for  modernization  fund  distri- 
bution is  a  discretionary  funding  process.  The  funds  are  appropri- 
ated in  December,  apportioned  as  in  January,  and  distributed  to 
the  field  offices  on  February  9.  At  that  point  the  process  starts 
whereby  the  field  offices  solicit  requests  from  the  various  housing 
authorities  based  on  their  modernization  needs. 

That  process  goes  on  through  preliminary  applications,  final  ap- 
plications, final  review,  and  then  ends  up  in  amendment  to  the 
annual  contribution  contract. 

It  typically  takes — in  a  normal  year,  even  if  we  got  the  money 
appropriated  in  September,  it  normally  takes  till  the  following  Jan- 
uary for  that  cumbersome  process  to  take  place.  That's  about  15 
months. 

We  are  accelerating  that  process  and  we  will  be  sending  out  a 
notice  telling  the  field  offices  to  move  up  their  review.  We're  giving 
them  the  discretion  to  reduce  the  review  time  to  reduce  the 
amounts  of  applications  and  the  back  and  forth  procedures,  so  we 
can  hopefully  get  the  annual  contribution  contracts  signed  by  Sep- 
tember 30. 

Our  thrust  in  producing  jobs  has  concentrated  on  the  $2  billion 
worth  of  modernization  funds  appropriated  in  fiscal  1982  and  prior 
years  which  have  not  resulted  in  contracts  to  accomplish  the  mod- 
ernization. 

We  are  going  to  the  various  field  offices.  We  started  in  Philadel- 
phia last  Thursday  and  we'll  be  going  to  the  offices  that  have  the 
largest  backlog  of  unexpended  modernization  funds  to  cut  the  red- 
tape  to  allow  the  housing  authorities  to  move  more  quickly  to  pro- 
vide for  the  modernization,  so  we  can  update  public  housing  as  well 
as  provide  jobs  in  the  process. 

Senator  Sarbanes.  At  what  level  is  this  rehabilitation  going  to 
take  place?  What  standard  will  you  use? 

rehabilitation  priorities 

Mr.  Abrams.  The  standards  right  now  require  that  the  first  pri- 
ority is  for  emergency  modernization  for  items  that  threaten 
health  and  safety:  lead-based  paint.  The  second  priority  is  for  spe- 
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cial   purpose   modernization   which   involves  energy  conservation. 
The  third  level  provides  for  comprehensive  modernization. 

We  are  proposing  and  we  have  asked  for  the  submissions  this 
year  to  be  done  on  a  two-track  basis,  both  on  a  comprehensive  basis 
which  would  bring  the  public  housing  authorities  up  to  level  3  as 
defined  in  the  Perkins  and  Will  study,  which  is  basically  to  a  level 
of  modernization  that  we  thing  is  excessive,  as  well  as  to  make  sub- 
missions to  bring  the  housing  authority  units  up  to  the  safe  and 
decent  housing  standards  as  defined  by  the  housing  quality  stand- 
ard use  in  the  section  8  existing  certificate  program. 

We  believe  that  we  are  appropriate  in  moving  regulations  along 
at  the  same  time  that  we  have  this  dual  track  application  proce- 
dure going  on  so  that  we  can  assure  that  we  will  bring  every  hous 
ing  authority  up  to  safe  and  decent  housing  standards  and  imple- 
ment energy  conservation  modernization  before  we  bring  any  proj- 
ects up  to  a  level  that  brings  unnecessary  amenities  to  the  housing 
authority  projects  while  there  are  still  substandard  units  in  feder- 
ally paid  for  buildings  with  federally  subsidized  tenants  who  are 
not  living  in  units  that  meet  anyone's  definition  of  safe  and  decent 
housing. 

Senator  Sarbanes.  So,  in  your  comprehensive  modernization, 
you're  not  encompassing  the  notion  of  really  extending  the  econom- 
ic life  of  the  unit. 

You're  talking  about  going  to  minimum  code  standards;  is  that 
right? 

Mr.  Abrams.  That's  not  correct. 

We're  proposing  to  extend  the  economic  life  of  these  housing  au- 
thority projects  by  bringing  them  up  to  the  same  standards  we  set 
for  the  private  sector. 

We'll  provide  housing  for  low-income  families,  particularly  the 
750,000  families  that  have  section  8  existing  certificates. 

We  think  it's  important  to  bring  every  public  housing  unit— 
every  substandard  public  housing  unit  up  to  that  level  before  we 
start  to  bring  money  to  bring  housing  authority  projects  up  to  level 
3,  Perkins  and  Will,  which  we  think  provides  amenities  which 
aren't  necessary. 

Senator  Sarbanes.  Is  that  the  premise  on  which  the  PHA's  have 
submitted  their  applications  to  you? 

Mr.  Abrams.  That's  the  premise  we've  asked  them  to  submit. 
Senator  Sarbanes.  That's  just  going  to  delay  things  further. 
Mr.  Abrams.  I  beg  to  differ  with  you,  Senator.  They  submitted  it 
on  a  dual  track  basis,  both  the  amenities  that  are  allowed  under 
level  3  of  the  Perkins  and  Will  study,  as  well  as  on  another  track 
which  we  hope  to  use  to  bring  all  substandard  and  vacant  units  up 
to  housing  quality  standard. 

Senator  Sarbanes.  In  future  years,  you're  proposing  to  do  away 
with  the  modernization  program  and  embrace  it  in  another  one;  is 
thst  corrGct 

Mr.  Abrams.  We  have  a  proposal  for  housing  authorities  that  get 
at  least  the  amount  that  they  would  get  under  the  performance 
funding  system  to  give  them  a  replacement  allowance  equal  to  20 
percent  of  their  allowable  expense  level. 

That  would  give  them  a  fund  which  they  could  use  for  deferred 
maintenance,  repairs,  modernization,  or  to  put  aside  and  use  to 
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provide  for  new  facilities  in  the  future.  It  would  give  those  housing 
authorities  discretion  over  how  that  money  is  used. 

Senator  Sarbanes.  How  do  they  overcome  the  large  backlog  of 
modernization  that  is  out  there  needing  to  be  done  and  at  the  same 
time  lick  their  operating  problems? 

If  you  had  them  up  to  standard — and  we  were  talking  about  such 
an  approach — I  could  sort  of  look  at  it. 

But  with  this  tremendous  backlog  of  modernization  problems 
that  exist,  I  think  everyone  concedes  that;  is  that  correct? 

Mr.  Abrams.  No.  I  don't  think  every  are  concedes  that,  because 
the  other  part  of  what  we're  proposing  is  that  for  those  housing  au- 
thorities that  do  not  get  the  performance  funding  system  level  plus 
replacement  reserves  and  then  have  structural  problems — either 
due  to  energy-inefficient  buildings  or  a  great  number  of  substan- 
dard units  which  we  will  no  longer  subsidize  and  vacant  units 
which  we  will  no  longer  subsidize,  that  we  propose  and  have  asked 
in  our  10  percent  of  the  public  housing  authorities  that  have  seri- 
ous problems  and  that  cannot  survive,  with  market  rents  including 
a  replacement  allowance.  The  Perkins  and  Will  study,  to  get  to  the 
latter  part  of  your  question,  said  that  in  1980  there  was  about 
$3.5 — I  think  it's  $3.9  billion — needed  to  bring  housing  authority 
units  up  to  housing  quality  standards  and  to  make  them  energy  ef- 
ficient. 

We  have  received,  from  1980  to  1983,  $3  billion.  By  retargeting, 
we  can  accomplish  that  and  provide  the  additional  $900  million 
that  Perkins  and  Will  identified  by  those  standards  in  the  next  4 
years  out  of  the  $3.4  billion  that  we've  asked  for  in  this  authoriza- 
tion bill  request,  as  well  as  what  will  be  requested  for  the  following 
3  years. 

Senator  Tower.  Senator,  I'm  sorry.  Your  time  is  up.  We  can 
return  to  you,  but  I  should  give  Senator  Lautenberg  a  turn. 

Senator  Sarbanes.  Fine. 

Senator  Lautenberg.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  noticed  in  your  comments,  in  the  text  that  you 
submitted  here,  in  one  area  you  say  that  HUD  research  shows 
while  population  of  new  construction  in  housing — the  racial  compo- 
sition of  some  neighborhoods  in  some  cases  were  perpetuating  seg- 
regating but  in  some  families  have  used  housing  certificates  to 
move  to  less  segregated  areas. 

Later  it  says  rehabilitation  assistance  will  be  targeted  to  low- 
income  areas,  where  80  percent  of  the  rehabilitated  units  will  be 
affordable  and  available  to  low-income  families. 

Aren't  we  saying  two  different  things,  the  same  thing  with  differ- 
ent words  here? 

The  fact  is  where  these  people  find  the  housing  units  is  likely  to 
be  in  the  segregated  neighborhoods. 

If  you  look  at  Newark,  N.J.,  I  don't  know  where  people  are  going 
to  go  with  these  vouchers  to  find  an  opportunity  to  move  into  a  less 
segregated  neighborhood.  I  don't  really  see  how  we're  accomplish- 
ing that  purpose.  If  it  shouldn't  be  in  here,  it  shouldn't  be  in  here. 

Secretary  Pierce.  If  you  take  a  city  like  Newark,  what's  the  pop- 
ulation there  of  blacks  and  Hispanics? 

Senator  Lautenberg.  350 — I'd  say  60  to  70  percent  black  and 
Hispanic. 
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Secretary  Pierce.  You've  got  a  hard  time  then. 

But  in  a  city  where  there's  more  equality  and  balance  of  the 
races  and  fewer  blacks  and  Hispanics,  you  have  a  better  chance. 

Senator  Lautenberg.  Certainly.  This  is  not  a  ticket  out  of  a  seg- 
regated area. 

Secretary  Pierce.  Not  automatically;  no,  sir. 

But  through  our  observations  of  our  certificate  program,  under 
the  section  8  existing  housing,  we  have  noticed  that  that  has  hap- 
pened, much  more  so  than  in  public  housing. 

Senator  Lautenberg.  Your  budget  request  to  0MB,  September 
15  last,  suggested  that  rental  rehabilitation  programs  should  be  at 
the  $300  million  level  and  include  new  construction. 

The  proposal  before  us  now  is  $150  million,  excluding  new  con- 
struction. 

What's  changed  your  thinking? 

Secretary  Pierce.  We  didn't  change  our  thinking.  We  had  a 
battle  with  0MB,  and  we  lost. 

Senator  Lautenberg.  So,  you  didn't  feel  that  that  was  something 
urgent  enough  to  defend? 

Secretary  Pierce.  Oh,  I  felt  urgent  about  it.  We  defended  it.  But 
these  things  go  through  a  process,  and  you  win  or  lose.  We  lost 
that  one.  We  won  some  others,  but  we  lost  that  one. 

Senator  Lautenberg.  Lots  of  people  lost  with  you,  Mr.  Secretary. 

Secretary  Pierce.  A  lot  of  people  won  with  me  a  lot  of  times,  too. 

I  can  give  you  a  lot  of  those,  too. 

Senator  Lautenberg.  In  my  background  in  statistics,  statistical- 
ly, I'd  say  we're  worse  off  than  we  were,  based  on  the  programs  we 
see  designed  by  the  present  administration  for  poor  and  low-income 
people. 

Secretary  Pierce.  Take  a  look.  When  we  came  into  office,  assist- 
ed housing  consisted  of  3.2  million  units.  It  went  up  to  3.5  million 
units  in  1982. 

It  went  to  3.7  in  1983. 

It's  going  to  go  to  3.9  in  1984,  and  over  4  million  in  1985. 

Which  means  we  are  increasing,  not  decreasing,  the  amount  of 
assistance  we're  giving. 

Senator  Lautenberg.  Mr.  Secretary,  one  side  of  that  equation 
that's  not  in  there  is  need.  The  need  has  gone  up  considerably. 

Secretary  Pierce.  The  need  was  here  in  the  sixties,  sir,  tremen- 
dous needs.  The  Great  Society  was  operating,  and  we  weren't  get- 
ting enough  assisted  housing. 

Senator  Lautenberg.  I  don't  want  to  use  my  time  to  question 
you  for  your  time  to  question  me. 

I'm  new  here.  But  I'm  beginning  to  learn  the  rules  a  little  bit. 

In  your  request  to  0MB,  also,  you  indicated  you'd  cover  rent  in- 
creases in  both  federally  insured  236  projects  and  State-aided  non- 
insured  projects  in  1983  and  1984. 

Since  September,  apparently,  your  thinking  has  changed,  so  that 
HUD  no  longer  feels  morally  obligated  to  give  equal  treatment  to 
both  classes  of  projects. 
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NO  INCREASE  IN  STATE  AID  TO  UNINSURED  PROJECTS 

Failure  to  cover  the  increase  in  State  aid  to  uninsured  projects 
will  result  in  substantial  increases  of  over  $2  million. 

What's  your  current  thinking  on  this? 

Secretary  Pierce.  My  current  thinking  on  this  is  that  the  States 
should  handle  the  buildings  that  are  not  insured  by  the  Federal 
Government.  The  buildings  that  are  insured  by  the  Federal  Gov- 
ernment should  be  handled  by  the  Federal  Government. 

There  are  a  couple  of  reasons  for  that. 

First  of  all,  when  a  building  is  insured  by  FHA,  we  have  great 
control  over  how  the  building  is  rented,  we  have  great  control  over 
economic  restraint,  economic  discipline.  We  control  a  lot  of  the  eco- 
nomics of  that  building. 

Second,  we  have  a  responsibility  to  protect  the  FHA  insurance 
fund. 

Now,  those  two  reasons  tell  me  we  should  do  something  with  re- 
spect to  buildings  that  are  federally  insured.  But  why  should  we 
help  the  State  buildings  which  are  not  under  us,  which  we  have 
not  watched  as  they've  grown  and  as  they've  been  built? 

We've  had  no  control  over  their  economics.  Those  buildings  may 
be  bad  risks,  which  may  invade  the  insurance  fund  and  cost  this 
Government  a  lot  of  money.  Why  shouldn't  the  States  pay  for  it? 

Senator  Lautenberg.  Am  I  wrong  when  I  say,  in  your  earlier  re- 
quest to  0MB,  you  indicated  State  aid  to  uninsured  projects  would 
be  covered. 

Secretary  Pierce.  We  did  submit  that  to  0MB,  but  I  have  re- 
thought that  position.  And  I  think  I  see  it  this  way. 

We  did  submit  that,  and  I  think  we  submitted  it  mainly  because 
we  were  just  trying  to  help  out  the  States  if  we  could. 

But  really,  if  we  get  down  to  it,  I  think  the  rationale  that  I  gave 
you  is  proper. 

Senator  Lautenberg.  How  much  of  this  job — what  we  like  to  do, 
in  terms  of  covering  the  rental  requirements,  how  broad  do  you 
think  our  attack  ought  to  be  here?  How  much  are  we  missing  in 
terms  of  what  has  to  be  done? 

Secretary  Pierce.  If  you  take  the  amount  of  people  who  could 
qualify  for  help,  we  are  not  covering  all  of  those  people  by  any 
means.  But  we  have  never  covered  all  these  people  at  any  point  in 
our  Government's  history. 

In  the  time  of  Roosevelt,  when  this  whole  business  began, 
through  the  Great  Society,  down  to  now,  we  have  never  covered  all 
the  people  we  should.  We  can't  afford  it.  I  don't  think  this  Govern- 
ment can  afford  it. 

We're  going  to  try  to  keep  our  deficits  in  line.  We're  going  to  try 
to  do  what  is  necessary  to  have  a  budget  that  balances  and  to  have 
an  economy  that  reverses  its  downward  trend  and  begins  to  grow 
strong.  To  do  that  we  just  can't  afford  to  give  housing  assistance  to 
everyone  who  may  technically  qualify  for  it. 

Now,  the  Senate,  of  course,  if  you  want  to  vote  all  that  money  for 
us,  we'd  be  very  glad  to  use  it.  But  we  don't  think  it's  the  right 
thing  to  do. 
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Senator  Lautenberg.  You're  unfortunately  in  a  position  for  the 
Department  you  represent,  Mr.  Secretary— ought  to  have  as  strong 
an  advocacy  as  you  can. 

There  are  other  balancing 

Secretary  Pierce.  The  Department  I  represent — I  represent  the 
President  and  this  administration.  And  I  believe  that  it  is  most  im- 
portant for  us  to  get  our  deficits  in  line,  to  balance  our  budget,  and 
to  make  sure  that  this  economy  grows  stronger. 

Because  with  the  strengthening  of  our  economy,  the  poor  will 
benefit,  the  blacks  will  benefit,  all  people  will  benefit.  And  that  is 
what  my  aim  is. 

And  I'm  going  to  try  to  do  the  best  I  can  for  the  people  of  this 
country. 

Senator  Lautenberg.  I  don't  doubt  that  a  bit. 

Secretary  Pierce.  But  we're  going  to  try  to  do  it  with  good  sense. 
And  we're  trying  to  use  the  funds  we  have  wisely. 

Senator  Lautenberg.  You  haven't  designed  a  tax  program  to 
take  care  of  it,  and  you  haven't  got  the  revenue  sources  that  are 
available  to  you  to  take  care  of  somebody's  program. 

So  that  when  you  take  on,  personally,  the  responsibility  of  bal- 
ancing that  budget,  Mr.  Secretary,  I  submit  you  have  a  bigger  as- 
signment. 

Secretary  Pierce.  It's  not  just  personally.  It's  for  every  person 
who's  involved  to  do  the  best  he  or  she  can. 

Senator  Sarbanes.  You're  not  bucking  for  Mr.  Stockman's  job  if 
he  leaves?  [Laughter.] 

Senator  Lautenberg.  Thank  you  very  much,  Mr.  Chairman. 

Senator  Tower.  Any  more  questions  for  the  Secretary? 

Senator  Sarbanes.  Yes. 

Senator  Tower.  Senator  Sarbanes. 

Senator  Sarbanes.  Mr.  Secretary 

Senator  Tower.  Paul,  if  you  will  yield  for  1  minute. 

It's  my  intention  to  stay  in  session  for  about  another  10  minutes. 

Then,  we'll  recess  the  hearings  for  the  Policy  Committee  meet- 
ings of  the  two  parties  and  then  reconvene  at  2:15,  to  hear  from 
our  panel  on  housing  costs. 

HUD  assistance  COMMITMENTS 

Senator  Sarbanes.  Mr.  Secretary,  I  was  intrigued  by  the  figures 
you  were  giving  earlier  on  the  HUD  assistance  commitments,  as  I 
understand  it,  that  you  said  had  been  made.  Was  it  3.4  million,  as  I 
recall? 

Secretary  Pierce.  It  was  3.2  in  1982.  It  then  became  3.5  in  1982. 
3.7  in  1983.  It  will  go  to  3.9  in  1984.  And  it  will  be  over  4  million  in 
1984. 

Senator  Sarbanes.  Do  those  figures  represent  commitments? 

Secretary  Pierce.  Commitment.  Excuse  me. 

Senator  Sarbanes.  Do  those  figures  represent  commitments  for 
assistance  made  under  your  administration  or  commitments  having 
been  made  previously? 

Secretary  Pierce.  Under  our  administration. 

Senator  Sarbanes.  I  have  some  figures  in  front  of  me  that  said 
the  net  new  additions  on  assistance  commitments  in  fiscal  1981 
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were  159,000.  Fiscal  1982,  56,000.  Fiscal  1983,  estimated  59,000. 
Fiscal  1984,  requested  81,000.  Are  those  figures  not  correct? 

Secretary  Pierce.  Are  they  correct?  From  whose  standpoint? 

If  these  are  our  figures,  they're  correct. 

Senator  Sarbanes.  Let  me  ask  this  of  the  Department.  What  are 
the  correct  figures? 

Secretary  Pierce.  I  just  gave  them  to  you.  You  can  take  the  dif- 
ference, 3.2,  3.6,  3.7,  3.9. 

Senator  Sarbanes.  Exactly  what  are  those  figures? 

Secretary  Pierce.  Those  are  the  number  of  assisted  housing  units 
that  we  have  outstanding. 

Senator  Sarbanes.  Were  those  commitments  made  by  you  in 
those  years?  Or  were  they  in  part,  the  realization  of  prior  commit- 
ments? 

Secretary  Pierce.  When  we  started,  it  was  3.2.  It  was  the  prior 
years  that  did  that. 

Then,  when  we  went  to  3.5,  that's  our  commitment. 

Senator  Sarbanes.  Is  that  right?  Or  is  that  a  realization? 

Are  those  outstanding?  Or  are  those  commitments  made  in  that 
fiscal  year? 

Secretary  Pierce.  Those  are  what  we  got 

Senator  Sarbanes.  Mr.  Abrams,  I  see,  is  anxious  to  respond. 
[Laughter.] 

Secretary  Pierce.  I'll  let  Mr.  Abrams  respond  later. 

But  I'm  talking  now.  And  I  say  those  are  the  figures  that  we 
caused  to  happen,  because  they  resulted  from  budget  proposals  we 
have  submitted  since  1981. 

Senator  Sarbanes.  How  many  assistance  commitments  did  you 
make  in  fiscal  1982? 

Secretary  Pierce.  Fiscal  commitments? 

Senator  Sarbanes.  Assistance  commitments  did  you  make  in 
1982? 

Secretary  Pierce.  It  would  be  the  difference  between  the  3.2  and 
the  3.5. 

Senator  Sarbanes.  Is  that  right?  You  made  300,000  commit- 
ments? 

Secretary  Pierce.  That's  what  we  acted  on.  Our  number  of  units 
increased. 

Senator  Sarbanes.  Some  of  that  was  the  realization  of  prior  com- 
mitments, was  it  not? 

Secretary  Pierce.  Yes.  But  we  could  not  have  done  it 

Senator  Sarbanes.  You  could  have  sat  there  and  done  nothing — 
and  the  figure  would  have  gone  up — simply  by  approving  past  com- 
mitments; is  that  right? 

Secretary  Pierce.  It  would  have  gone  up — not  by  that  much,  no. 

Senator  Sarbanes.  Not  in  1982. 

It  would  have  been  56,000  additional  that  you  made. 

Secretary  Pierce.  Well,  let  me  have  Mr.  Abrams  tell  you  some- 
thing about  that.  He  wants  to  tell  you. 

Mr.  Abrams.  When  we  came  into  office,  the  Secretary  had  initia- 
tive to  bring  the  housing  pipeline — and  section  8  pipeline  particu- 
larly— a  regulation  to  provide  a  financing  adjustment  package. 
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When  we  came  into  office,  because  of  the  inflation  and  the  ef- 
fects of  inflation  on  interest  rates,  it  was  impossible  to  build  any  of 
the  projects  in  the  pipeline. 

The  regulations  to  provide  requests  for  amendment  funds  that 
were  provided  that  year  allowed  for  the  previous  pipeline  that  had 
been  sitting  and  not  resulted  in  subsidized  housing  units  to  go  to 
construction. 

And  those  units  that  are  added  as  a  result  of  that  and  are  direct- 
ly attributable  to  the  initiatives,  both  regulatory  and  requests  for 
funds  by  the  Secretary,  the  same  thing  with  requests  for  amend- 
ment funds  for  public  housing  development  units  that  were 
brought  on  line. 

The  requests  were  not  made,  and  the  amendments  were  not  pro- 
vided. The  projects  wouldn't  have  moved  forward  to  construction. 

There  is  no  fine  line  been  obligations  that  have  been  made  and 
have  not  resulted  in  provided  assistance  for  low-income  families 
and  those  housing  units  that  result  from  occupied  housing  for  low- 
income  families  as  a  result  of  administrative  regulatory  budget  re- 
quests by  the  administration. 

Senator  Sarbanes.  Mr.  Secretary,  what  do  you  regard  as  your  ac- 
complishments in  the  course  of  your  tenure  as  Secretary,  your 
major  accomplishments? 

REMOVAL  OF  SECTION  8 

Secretary  Pierce.  I  regard  many  things. 

Let's  start — when  I  came  here,  I  knew  this  right  away,  that 
there  was  a  program  called  section  8  for  new  construction.  That 
program  and  programs  like  it  in  the  past  were  costing  this  Govern- 
ment a  tremendous  amount  of  money,  unnecessarily. 

Because  of  this  kind  of  money  being  spent,  there  was  a  debt  sit- 
ting out  there — and  still  is  out  there — of  $250  billion,  a  quarter  of  a 
trillion  dollars,  that  you,  your  relatives,  your  future  grandsons  and 
daughters,  and  everybody  will  have  to  pay. 

Senator  Sarbanes.  I  want  to  know  what  the  assets  are  that 
you're  setting  off  against  that  debt? 

Secretary  Pierce.  What  are  the  assets  I'm  setting  off? 

Senator  Sarbanes.  What  are  the  assets  that  that  debt  repre- 
sents? 

Secretary  Pierce.  Very  little,  if  you  really  want  to  figure  it  out. 
But  the  point  is  it  has  to  be  paid  by  the  taxpayers. 

Senator  Sarbanes.  What  are  the  assets? 

Secretary  Pierce.  The  assets  are  public  housing  buildings,  section 
8  buildings,  and  other  federally  assisted  housing. 

Senator  Sarbanes.  Housing? 

Secretary  Pierce.  Yes. 

And  they  still  have  to  pay  this  debt  that's  sitting  out  there. 

Senator  Sarbanes.  You  have  to  pay  a  debt. 

Secretary  Pierce.  No. 

The  point  is  this  is  way  more  than  it  should  cost. 

Let  me  give  you  just  an  example.  I  don't  know  whether  you're  a 
lawyer  or  not,  but  it's  almost  a  joke  among  lawyers  that  every  time 
a  lawyer  gets  a  section  8,  he  automatically  gets  $1,000  to  $2,000  for 
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each  unit  of  section  8  that  he  can  get  for  a  cUent.  That  kind  of 
money  is  unbelievable. 

Senator  Sarbanes.  What  should  we  do  about  that? 

Secretary  Pierce.  That's  just  one  part  of  it. 

Senator  Sarbanes.  What  have  we  done  about  it? 

Secretary  Pierce.  We've  cut  out  section  8. 

Senator  Sarbanes.  Why  didn't  you  cut  out  the  lawyers'  fees? 

[Laughter.] 

Secretary  Pierce.  We  did  cut  out  the  lawyers'  fees,  because  we 
cut  out  section  8. 

Senator  Tower.  Let  me  suggest  that  we  will  have  order  in  the 
committee.  We  are  delighted  to  have  people  here,  but  you  are 
guests  of  the  committee  and  there  is  a  certain  amount  of  decorum 
we  have  to  preserve  here. 

Senator  Sarbanes.  Mr.  Chairman,  I  have  no  questions.  In  keep- 
ing with  your  time  frame. 

Secretary  Pierce.  Mr.  Chairman,  I  would  certainly  like  to  put  in 
the  record  my  accomplishments,  since  I  was  cut  off  in  the  process 
of  answering  that  question. 

Senator  Tower.  You  may  submit  any  additional  material  for  the 
record  that  you  see  fit,  Mr.  Secretary. 

[Additional  material  for  the  record  follows:] 
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DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT  ACOCMPLISHMENTS  SINCE  JANUARY  1981 

I  would  like  to  review  the  accomplishments  of  the  Department 
of  Housing  and  Urban  Development  since  I  became  Secretary  in 
January  1981. 

As  I  looked  at  the  assisted  housing  picture  back  then,  I  identified 
two  immediate  challenges.   The  first  was  to  assist  the  needy  with 
decent,  safe  and  sanitary  housing.   The  second  was  to  do  so 
within  budgetary  constraints.   These  challenges  coincided  with  two 
principles  that  had  brought  the  Reagan  Administration  into  office: 
providing  a  safety  net  for  the  poor  and  reducing  budget  deficits 
by  cutting  the  size  and  cost  of  government. 

In  those  terms,  the  traditional  approach  to  assisted  housing 
was  obviously  inadequate.   It  had  obligated  the  Federal  government 
to  future  payments  of  $250  billion  without  solving  the  problem  of 
housing  the  needy. 

Therefore,  I  asked  the  President  to  establish  a  commission  on 
housing  to  develop  options  for  a  national  housing  policy.   The 
recommendations  of  the  President's  Commission  on  Housing,  the 
findings  of  our  own  studies  and  a  study  by  the  Rand  Corporation 
coincided  in  key  respects.   We  found  that  while  there  were  pockets  of 
housing  shortage  in  some  areas,  there  was  no  shortage  on  a  national 
basis.   Thus,  the  problem  was  not  one  of  housing  availability  but 
housing  af fordability .   The  need,  therefore,  was  not  for  new  construction 
but  for  an  approach  that  would:   first,  give  those  who  qualified  for 
assistance  a  wider  choice  in  where  they  wanted  to  live  and  help  in 
paying  for  it;  and  second,  to  upgrade  substandard  existing  housing 
through  rehabilitation.   By  using  existing  housing,  we  found  we  could 
assist  approximately  three  times  as  many  needy  families  as  we  could 
through  new  construction. 


88 


Therefore,  I  proposed  the  termination  of  expensive  new 
construction  under  Section  8  except  for  the  elderly  and  handicapped. 
Instead,  we  devised  a  system  of  housing  vouchers,  which  would  make  use 
of  the  significant  supply  of  rental  housing  in  the  private  market. 

The  proposed  voucher  program  would  be  scaled  to  individual  need. 
Recipients  of  this  assistance  would  have  the  flexibility  not  only  to 
choose  location  but  also  the  proportion  of  income  they  wish  to 
allot  to  rent.   Moreover,  they  need  not  live  in  housing  projects  but 
could  rent  from  private  landlords,  who  would  then  have  an  incentive  to 
upgrade  and/or  maintain  their  units. 

A  second  major  proposal  I  have  developed  is  the  Rental  Rehabilitation 
initiative.   Under  this  proposed  approach,  grants  would  be  available 
to  rehabilitate  rental  units  in  lower-income  neighborhoods.   Localities 
would  administer  this  program,  under  which  substandard  rental  units 
would  be  "retrieved"  and  be  available  to  needy  families.   The  program 
is  designed  to  encourage  private  investment  in  rehabilitation.   Also, 
the  approach  would  make  available  housing  vouchers  for  use  in  connection 
with  the  rehabilitated  units.   In  this  way,  more  standard  housing 
would  be  available  to  those  who  have  received  vouchers. 

My  emphasis  upon  maintaining  and  employing  the  existing  housing 
stock  also  extends  to  the  public  housing  stock.   This  stock  is  an 
important  national  resource,  and  I  am  committed  to  preserving  it. 
I  have  proposed  improved  methods  in  this  regard,  including  a  new  public 
housing  operating  subsidy  funding  system.   As  you  know,  HUD's  operating 
subsidies  for  public  housing  have  increased  from  $28  million  in  1970 


89 


to  $1.3  billion  in  1983.   To  encourage  more  efficient  and 
effective  management,  we  propose  to  move  from  the  Performance  Funding 
System  (PFS)  of  calculating  operating  subsidies  according  to  historic 
costs  to  a  system  based  on  Fair  Market  Rents  (FMR)  in  given  areas. 
This  historic  cost  based  PFS  is  a  system  that  tends  to  reward  for  poor 
management  as  well  as  vacant  and  substandard  units.   Under  the 
proposed  system  the  subsidy  will  be  based  on  the  amount  needed  to 
operate  comparable,  standard  quality  private  housing  in  the  locality. 

The  new  method  of  funding  public  housing  will  consolidate  operating 
subsidy  and  capital  improvement  funds  into  one  formula.   PHAs  will 
then  have  flexibility  and  discretion  in  allocating  resources  available 
to  them  between  ongoing  operating  and  capital  cost  needs. 

In  order  for  the  proposed  system  to  work  effectively,  the 
Department  is  proposing  a  transition  modernization  which  will  allow 
PHAs  the  opportunity  to  upgrade  their  inventory,  particularly  projects 
that  have  vacant  units  or  substandard  conditions  and/or  are  not  energy 
efficient.   The  capital  improvement  made  by  the  transition  moderniza- 
tion will  enable  PHAs  to  operate  efficiently  within  the  new  formula 
by  reducing  excessive  operating  costs,  including  costs  attributable 
to  high  utilities. 

I  should  note  that  the  estimated  expenditures  for  public  housing 
modernization  during  FY  1983,  coupled  with  the  proposed  transition 
modernization  beginning  in  FY  1984  (and  running  for  four  years)  will 
total  about  $7  billion  in  budget  authority. 
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Finally,  and  again  in  regard  to  public  housing,  I  have  directed 
my  staff  to  take  steps  to  improve  the  overall  management  of  public 
housing.   This  is  occurring  now.   We  have  focused  attention  on  the 
most  troubled  public  housing  agencies  to  help  them  identify  the 
problems  they  face  and  develop  the  appropriate  solutions.   Ultimately, 
through  both  the  new  funding  system  proposals  and  the  increased 
emphasis  upon  sound  management,  we  have  taken  the  steps  needed  to 
create  new  incentives  for  better  management  and  more  local  flexibility. 

I  have  made  special  efforts  in  one  other  area  of  assisted  housing. 
This  is  Indian  housing.   The  Department  has  proposed  a  new  Indian  Housing 
Program  for  Fiscal  Year  1984  which  will  preserve  and  enhance  the  autonomy 
and  flexibility  of  Indian  Tribes.   The  overall  program  for  Indians  will 
have  two  major  components  --  the  Indian  Housing  Program  and  the 
Indian  Block  Grant  Program.   The  former  introduces  important 
improvements  and  flexibility  to  the  traditional  way  we  have  funded 
Indian  housing;  the  latter  builds  upon  our  Community  Development  Block 
Grant  Program. 

The  Indian  Housing  Program  would  involve  a  combination  of  grants 
to  write  down  mortgage  costs  and  to  fund  water  and  sewer  facilities, 
FHA  mortgage  insurance  to  induce  private  investment  with  favorable 
terms  and  provisions  for  use  by  Indians,  and  for  very  low  income 
Indian  families,  the  Housing  Payments  Certificate  Program  tied  to 
the  new  units  for  a  15  year  term.   A  total  of  $76  million  in  budget 
authority  would  be  authorized  to  facilitate  the  construction  of  1,500 
homes  for  families  needing  housing  assistance  in  Indian  areas. 
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I  would  like  to  note  that  while  we  have  steadily  cut  back 
HUD's  costs,  we  have  actually  been  assisting  an  increasing  number 
of  families.   In  1980,  3.26  million  units  were  assisted,  but  in  1981, 
3.29  million  units  received  assistance.   The  comparable  figure  for 
1982  was  about  3.5  million  and  for  1983  we  project  around  3.7  million. 
This  figure  will  grow  to  over  4  million  by  1985  through  incremental 
units  being  added  by  our  proposals  and  through  effective  management 
of  the  "pipeline."   I  would  stress  in  this  regard  that  our  efforts  to 
bring  assisted  housing  on  line  represent  a  strong  commitment  to 
housing  the  poor.   We  found  a  number  of  projects  stuck  in  the  pipeline 
because  high  interest  rates  made  financing  infeasible.   By  initiating 
techniques  such  as  the  Financial  Adjustment  Factor,  we  made  many 
projects  feasible  and  thus  will  be  able  to  make  them  available  to 
lower- income  families. 

An  additional  responsibility  of  HUD  is  the  administration  of  the 
Fair  Housing  Law.   Since  becoming  Secretary  I  have  made  it  clear  --  in 
speeches,  posters,  informational  and  educational  programs  --  that  I 
am  dedicated  to  the  principle  of  equal  access  for  all  Americans  to 
housing  opportunities.   However,  the  Fair  Housing  Law  (Title  VIII  of 
the  Civil  Rights  Act)  has  been  consistently  criticized  as  not  having 
sufficient  enforcement  mechanisms.   Right  now  an  "aggrieved  party" 
can  come  to  HUD  for  an  investigation  and  an  attempt  at  conciliation. 
However,  if  our  conciliation  efforts  fail,  the  person  asserting 
discrimination  must  file  suit  himself  or  herself.   This  often  is  no 
remedy  at  all,  given  the  cost  and  time  that  would  have  elapsed. 
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Therefore,  I  am  working  on  a  legislative  proposal  that  would 
authorize  the  Secretary  to  file  a  suit  seeking  a  civil  penalty  if 
conciliation  efforts  fail.   This  would  be  done,  of  course,  where 
the  investigation  supports  discrimination  charges. 

Generally  speaking,  since  I  became  Secretary  of  HUD  I  have 
increasingly  focused  our  efforts  on  helping  lower  and  moderate  income 
Americans  realize  the  dream  of  homeownership.   I  came  to  the  conclusion 
early  in  my  tenure  that  the  FHA  was  an  indispensable  mechanism  for 
realizing  this  objective.   We  are  emphasizing  FHA's  traditional  role 
in  the  marketplace  --  that  of  serving  first-time  homebuyers ,  insuring 
rural  and  inner-city  properties,  and  acting  as  an  innovator  in  the 
mortgage  finance  sector.   To  this  end  I  have  proposed  that  down 
payments  on  mortgages  under  $50,000  be  reduced  to  3%.   We  do  not  intend 
to  compete  with  private  insurers;  rather,  we  will  target  our  FHA 
activities  to  those  who  are  unserved  or  underserved  in  the  market. 

In  the  administration  of  the  FHA  program  I  have  been  able  to 
bring  these  rates  down  from  17-1/21  in  August,  1981  to  a  current  rate 
of  12%.   (This  reflects  the  success  of  the  President's  recovery 
program  in  bringing  down  the  rate  of  inflation  as  well  as  overall 
interest  rates.)   The  significance  of  this  decline  lies  in  the  fact  that 
for  every  drop  of  1/2  of  one  percent  in  the  interest  rate,  an  estimated 
800,000  more  homebuyers  come  into  the  market.   Thus  during  the  past 
year  and-a-half,  about  nine  million  more  American  families  have  been 
positioned  to  purchase  their  own  homes. 

In  fact,  our  experience  is  demonstrating  the  accuracy  of  these 
projections.   In  the  past  few  months,  record  highs  have  been  established 
in  new  housing  starts  and  the  rate  of  applications  for  FHA  mortgage 
insurance. 
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At  the  same  time,  through  FHA  and  GNMA ,  we  have  been  encouraging 
the  introduction  and  use  of  innovative  mortgage  instruments  to  help 
the  homebuyer.   These  new  instruments  reflect  the  need  for  mortgage 
instruments  other  than  the  standard  25  or  30  year  fixed  payment  mortgage. 
The  following  instruments  illustrate  this  thrust: 

Shared  Equity  Mortgages,  by  means  of  which  investors  share 
the  mortgage  payment  in  return  for  a  share  of  the 
equity  of  the  home  at  the  time  of  sale  and  the  tax  benefits. 
Graduated  Payment  Mortgages,  which  allow  payments  to 
increase  as  the  homeowner's  income  increases.   These  can 
now  be  coupled  with  builder  buy-down  arrangements. 
I  have  proposed  extending  this  program  to  multifamily 
proj  ects . 

Growing  Equity  Mortgages,  under  which  increasing  payments 
result  in  earlier  payoff  of  the  mortgage,  allowing  a 
lower,  initial  mortgage  rate. 
I  also  have  proposed  to  the  Congress  that  FHA  be  authorized  to 
insure  other  types  of  mortgage  instruments: 

Adjustable  Rate  Mortgages  (ARMS),  limited  to  125,000  a  year, 
which  provide  for  annual  adjustments  in  the  mortgage  contract 
rate  of  up  to  1  percent  yearly,  with  a  5  percent  cap  on 
increases  overall; 

Shared  Appreciation  Mortgages  (SAMs) ,  limited  to  50,000 
single  family  homes  a  year,  as  well  as  multifamily  units 
which  permit  lenders  to  share  in  out-year  appreciatic 
in  return  for  a  reduced  mortgage  interest  rate;  and 
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A  Home  Equity  Conversion  Demonstration  Program,  limited 
to  1,000  mortgages,  to  help  "house  rich,  cash  poor" 
elderly  homeowners  to  convert  their  home  equity  into 
supplemental  income  and/or  to  meet  major  housing  and 
other  expenses.   Types  of  mortgages  to  be  insured  include 
Reverse  Mortgages  (RMs)  and  Reverse  Annuity  Mortgages 
(RAMs) . 
Through  these  efforts,  mortgage  credit  will  be  more  affordable 
and  available  to  homebuyers.   I  should  note,  also,  that  I  have  proposed 
moving  FHA  to  a  system  of  negotiated  interest  rates,  to  bring  us  in 
line  with  the  financial  market. 

HUD  is  also  instituting  direct  endorsement  of  FHA-insured  loans 
as  a  better  way  of  serving  the  "FHA  market",  i.e.,  primarily  first-time 
and  low-  to  moderate- income  urban  homebuyers.   Direct  endorsement, 
which  is  scheduled  to  begin  in  early  May,  is  one  way  of  improving 
FHA's  program  efficiency.   Under  this  procedure,  lenders  will  process 
applications  for  FHA  insurance,  and  HUD  will  conduct  checks,  on  a 
post-audit  basis,  to  assure  underwriting  quality.   This  new  approach 
is  part  of  the  Administration's  broad  effort  to  transfer  governmental 
functions  to  the  private  sector  wherever  appropriate  and  possible. 
In  addition,  we  have  taken  a  number  of  initiatives  which  are 
not  only  promising  in  themselves  but  which  cost  the  government  very 
little  money.   One  such  program  is  our  Joint  Venture  for  Affordable 
Housing  and  another  involves  pension  funds. 
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The  primary  objective  of  the  Joint  Venture  for  Affordable 
Housing  is  to  reduce  the  cost  of  housing  through  deregulation  and 
by  streamlining  processing  procedures.   To  that  end,  HUD  is  working 
in  partnership  with  State  and  local  authorities  --  and  with  the 
housing  industry  --to  modify  codes  at  the  local  level. 

We  are  currently  conducting  demonstration  projects  for  the 
Joint  Venture  in  approximately  30  communities  around  the  country. 
Results  to  date  indicate  that  as  much  as  20%  has  been  saved  --  and 
passed  on  to  the  buyer  --  under  this  program.   This,  coupled  with 
the  reduction  in  interest  rates  we  have  seen,  results  in  substantial 
savings  to  purchasers  of  housing.   For  example,  if  a  family  which 
had  received  a  $10,000  savings  on  a  $50,000  home  in  the  Joint  Venture 
Demonstration  combined  this  reduction  with  the  recent  interest  savings, 
their  home  could  be  purchased  for  approximately  $105,920  less  over 
the  30-year  life  of  their  loan.   This  translates  into  a  monthly  savings 
of  $322  or  a  44%  reduction  in  their  monthly  mortgage  payment. 

As  for  our  pension  fund  initiative,  our  objective  is  to  increase 
the  amount  of  money  available  for  mortgages  by  tapping  into  the 
enormous  resources  of  the  pension  funds.   It  is  estimated  that  these 
funds  represent  about  $700  billion  and  that  only  a  small  fraction, 
in  the  area  of  3%,  are  invested  in  mortgages  and  mortgage-related 
instruments. 

We  found  two  reasons  for  this  deficiency.   First,  ERISA  inhibits 
certain  types  of  pension  funds  from  investing  in  mortgages.   Therefore, 
we  have  been  working  with  the  Department  of  Labor  to  modify  some  of 
the  ERISA  restrictions.   Secondly,  most  pension  fund  managers  seem 
unfamiliar  with  the  advantages,  from  an  investor's  point  of  view,  of 
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mortgages  and  mortgage-backed  instruments.   Therefore,  I  have  been 
conducting  a  series  of  meetings  with  the  managers  of  the  largest 
pension  funds  in  order  to  acquaint  them  with  features  of  the  mortgage 
market  that  make  it  very  attractive  to  investors. 

Turning  now  to  the  urban  development  responsibilities  of  HUD, 
after  studying  our  relevant  programs  I  focused  on  Urban  Development 
Action  Grants  (UDAG's)  as  a  program  worthy  of  support  by  this 
Administration.   Others  in  the  Administration  thought  UDAG' s  should 
be  phased  out.   However,  studies  by  our  Policy  Development  and 
Research  Office  showed  that  UDAG ' s  were  extremely  effective  in 
attracting  private  investment  into  economically  distressed  areas. 
In  fact,  it  was  estimated  that  for  every  dollar  of  UDAG  money,  the 
private  sector  was  investing  about  six  dollars.   Moreover,  these 
investments  were  creating  job  opportunities  right  in  the  distressed 
areas  where  unemployment  was  high.   Therefore,  I  presented  the  case 
in  favor  of  UDAG's  to  the  President,  and  he  concurred.   Our  experience 
with  UDAG's  continues  to  be  very  favorable  and,  I  believe,  justifies  my 
defense  of  this  program. 

I  have  also  fought  for  the  maintenance  of  HUD's  Community 
Development  Block  Grant  (CDBG)  program.   Under  our  administration 
of  CDBG's,  these  grants  permit  considerable  flexibility  and 
decision-making  at  the  local  level.   This  flexibility  is  fully 
consistent  with  the  President's  New  Federalism  initiative. 
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I  had  occasion  recently  to  make  another  defense  of  our  CDBG 
program.   When  Congress  passed  the  Jobs  Bill  in  March  1983,  it 
included  one  billion  dollars  for  job-creating  projects  through  the 
CDBG  program.   This  allocation  was  interpreted  by  some  as  an  advance 
on  the  amount  budgeted  for  CDBG ' s  in  fiscal  year  1984,  and  there  was 
an  effort  to  reduce  by  that  amount  CDBG  funds  included  in  the  proposed 
budget  for  fiscal  year  1984.   However,  I  opposed  this  interpretation 
and  as  a  result  the  billion  dollars  for  CDBG  in  the  Jobs  Bill  will  not 
be  deducted  from  the  proposed  CDBG  funds  budgeted  for  fiscal  year  1984. 

HUD  has  also  been  a  leading  Federal  agency  in  the  development 
of  Enterprise  Zone  legislation.   The  aim  of  the  Enterprise  Zone 
concept  is  to  revitalize  economically  depressed  areas  by  attracting 
business  into  them  and  thus  create  jobs.   The  last  session  of  Congress 
did  not  have  time  to  act  on  this  proposed  legislation,  but  the 
President  has  resubmitted  it  to  the  present  Congress,  and  I  have  high 
hopes  not  only  that  it  will  become  law,  but  that  it  will  prove  an 
economic  stimulant  to  many  depressed  areas  in  our  country. 

I  would  like  to  conclude  this  statement  with  some  notes  on  our 
achievements  in  the  internal  management  of  HUD  since  I  became 
Secretary. 

When  I  took  office,  no  one  could  tell  me  how  much  was  owed  the 
Department  in  delinquent  debts.   To  get  an  answer,  I  set  up  a  task 
force  and  we  identified  a  delinquent  debt  of  $1.6  billion.   At  the 
then-prevalent  prime  rate  of  15-3/41,  that  delinquency  was  costing 
the  American  taxpayers  $252  million  a  year. 
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I  quickly  ordered  a  more  aggressive  debt  collection  program, 
including  taking  people  to  court  if  they  did  not  repay  their  HUD  loans. 
David  Stockman,  Director  of  0MB,  wrote  to  me  at  the  time,  saying, 
"You  are  the  first  Cabinet  member  to  announce  such  a  positive  change 
in  debt  collection  policy,  and  I  wanted  you  to  know  we're  grateful 
to  you  for  taking  the  lead." 

That  policy  is  paying  off.   In  one  loan  program  alone,  we  have 
reduced  the  delinquency  rate  from  251  of  the  outstanding  loans  to 
about  6%. 

In  other  areas,  we  have  effected  significant  economies  in  the 
administration  of  HUD.   When  I  took  office  HUD  had  15,500  employees. 
By  February  1983  the  number  of  employees  had  dropped  to  13,412,  largely 
through  attrition.   If  Congress  accepts  our  proposals  for  fiscal  year 
1984,  we  expect  that  HUD  employees  will  number  11,791  by  the  end  of 
September  1984.   That  will  represent  a  decline  in  staff  of  fully 
241  since  I  became  Secretary. 

At  the  same  time,  we  are  projecting  $40  million  in  savings  annually 
through  improved  accounting  procedures.   We  have  saved  another  $25 
million  through  economies  in  telephone,  space,  travel  and  publication 
costs.   Tighter  scheduling  of  payments,  together  with  electronic 
transfer  of  funds  to  public  housing  authorities,  will  save  $1.6  million 
in  interest  per  year.   An  additional  $1  million  per  year  is  being 
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saved  through  a  program  for  a  bank  lock-box.   Under  this  arrangement, 
people  can  make  their  mortgage  insurance  premium  payments  to  a  post 
office  box  to  which  the  bank  has  access.   The  bank  can  them  immediately 
credit  HUD ' s  account.   In  that  way,  two  to  three  days  are  saved,  and 
that  much  more  interest  accrues  to  HUD's  account. 

We  have  also  cut  back  on  the  printing  costs  of  regulations. 
In  fiscal  year  1980,  HUD  published  2,155  pages  of  regulations, 
which  were  reduced  to  945  pages  by  fiscal  year  1981.   By  fiscal  year 
1982,  we  had  brought  this  number  down  further  to  528  pages.   The 
favings  in  printing  costs  over  those  two  years  was  one-half  million 
dollars  --  from  more  than  $750,000  to  less  than  $216,000. 

Through  a  combination  of  such  management  efficiencies  and  the 
kind  of  creative  initiatives  outlined  in  this  statement,  we  are 
shaping  HUD  into  an  agency  for  more  effectively  meeting  the  housing 
and  urban  development  needs  of  the  American  people.   As  Secretary  of 
HUD  I  am  proud  of  the  Department's  achievements  during  my  tenure. 

Senator  Tower.  Mr.  Secretary,  thank  you  for  coming  today.  It's 
been  a  very  useful  and  spirited  hearing.  This  afternoon  at  2:15  we 
will  hear  from  our  panel.  The  hearing  is  recessed  until  2:15  this 
afternoon. 

[Whereupon,  at  12:30  p.m.,  the  hearing  was  recessed,  to  recon- 
vene at  2:15  p.m.  this  same  day.] 

AFTERNOON  SESSION 

Senator  Tower.  This  afternoon  we  have  testimony  by  a  panel  on 
the  cost  of  housing,  which,  it  occurs  to  me,  is  an  enormously  impor- 
tant topic.  I  think  that  this  would  be  a  very  useful  hearing  this 
afternoon. 

I  want  to  first  apologize  to  the  panel  for  the  fact  that  we  did  not 
have  the  opportunity  to  bring  you  on  at  the  scheduled  time  this 
morning.  But,  as  you  could  see,  there  was  somewhat  more  than 
casual  interest  in  what  the  Secretary  had  to  say.  And  therefore,  we 
had  to  carry  over  to  this  afternoon. 

Our  panel  consists  of  Will  Ehrle,  the  president  of  the  Texas  Man- 
ufactured Housing  Association;  Donald  J.  Hogan,  representing  the 
American  Institute  of  Architects;  Robert  M.  Dillon,  vice  president 
of  the  National  Institute  of  Building  Sciences;  and  Robert  A.  Geor- 
gine,  president  of  the  Building  and  Construction  Trades  Depart- 
ment of  the  AFL-CIO. 

Mr.  Georgine  apparently  has  been  detained,  but  we  will  seat  him 
at  the  table  as  soon  as  he  arrives.  He's  an  important  participant  in 
this  panel. 

But  I  think  in  the  interest  of  time  that  perhaps  we  had  better 
proceed  with  the  panelists  that  are  currently  seated  at  the  table. 
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Gentlemen,  you  may  submit  statements  of  any  length  that  you 
choose  for  the  record  and  they  will  be  spread  upon  the  record.  You 
may  summarize  your  statements  if  you  like.  We  prefer  that  if  you 
do  have  long  statements,  that  you  summarize  them,  so  that  we  can 
give  over  more  time  to  questions. 

Before  I  recognize  the  panel,  let  me  yield  to  the  distinguished 
Senator  from  Michigan,  Mr.  Riegle,  for  any  opening  comment  that 
he  may  have. 

Senator  Riegle.  Thank  you,  Mr.  Chairman.  I  have  no  comment 
at  this  time.  I  am  delighted  that  these  witnesses  are  here,  and  I  am 
interested  in  hearing  from  them. 

Senator  Tower.  Well,  gentlemen,  we  will  proceed  simply  in  the 
order  that  you  are  listed  on  my  sheet  here,  which  is  not  even  al- 
phabetical, which,  viewing  the  youth  of  all  of  you,  has  nothing  to 
do  with  seniority.  But  we'll  just  start  with  Mr.  Ehrle  and  then  rec- 
ognize Mr.  Hogan  and  then  Mr.  Dillon,  if  that's  agreeable,  unless 
you  have  some  precaucused  arrangement  on  which  order  you'll 
speak. 

Mr.  Ehrle. 

STATEMENTS  OF  WILL  EHRLE,  PRESIDENT,  TEXAS  MANUFAC- 
TURED HOUSING  ASSOCIATION;  DONALD  J.  HOGAN,  REPRE- 
SENTING THE  AMERICAN  INSTITUTE  OF  ARCHITECTS;  ROBERT 
M.  DILLON,  VICE  PRESIDENT,  NATIONAL  INSTITUTE  OF  BUILD- 
ING  SCIENCES;  ROBERT  A.  GEORGINE,  PRESIDENT,  BUILDING 
AND  CONSTRUCTION  TRADES  DEPARTMENT,  AFL-CIO 

Mr.  Ehrle.  Thank  you  very  much,  Senator.  My  name  is  Will 
Ehrle  and  I  reside  in  Austin,  Texas.  I  am  appearing  before  the  sub- 
committee today  on  behalf  of  the  National  Manufactured  Housing 
Federation,  of  which  the  Texas  Association  is  a  member. 

The  National  Federation  is  composed  of  41  State  and  regional 
trade  associations  representing  over  30,000  businesses  in  this  coun- 
try. These  businesses  cover  the  entire  spectrum  and  range  of  the 
manufactured  housing  industry.  For  example,  I  represent  in  the 
Texas  association,  not  only  retailers,  but  manufacturers,  suppliers 
of  goods  and  products  and  materials,  insurers  of  homes  and  mort- 
gage bankers  and  lending  institutions. 

The  National  Federation,  being  composed  of  the  State  organiza- 
tions, is  the  only  trade  association  in  this  industry  that  speaks  for 
a  broad  cross-section  of  the  entire  industry.  The  Manufactured 
Housing  Institute,  of  course  in  Washington,  represents  the  manu- 
facturers of  homes  only.  So  we  have  duplicate  members  in  that  one 
category. 

I'll  try  to  summarize  my  statement,  even  though  it's  not  too 
lengthy,  Mr.  Chairman,  and  hopefully,  the  summary  will  be 
shorter  than  having  read  the  statement. 

Texas,  by  the  way,  Mr.  Chairman,  is  the  leading  State  in  both 
the  production  and  in  the  sale  of  manufactured  homes.  For  exam- 
ple, in  1981,  36  percent  of  all  new  single-family  residences  in  Texas 
were  manufactured  homes.  In  1982,  the  sales  figures  are  all  in  for 
manufactured  housing  and  41,263  new  single-family  residences 
were  sold  in  the  State  of  Texas,  manufactured  single-family  resi- 
dences. 
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We  estimate  that  when  the  final  figures  are  in  for  site-deliv- 
ered—I  mean  site-assembled— site-built  housing,  that  this  will  rep- 
resent approximately  38  percent  of  the  entire  single-family  market. 

So  manufactured  housing  across  the  country  has  become  a  major 
source  of  housing,  particularly  in  the  single-family  residential  area. 
And  it's  our  projection  that  within  3  to  5  years  you'll  find  that 
manufactured  homes  constructed  in  a  plant  facility  somewhere  off 
of  the  home  site,  delivered  to  the  home  site,  and  then  installed  on  a 
foundation  system  at  the  home  site  will  comprise  over  50  percent  of 
the  single-family  residential  market. 

Just  as  an  aside,  Mr.  Chairman,  and  not  in  the  statement,  let  me 
also  say  that,  for  example,  two  of  the  most  recent  members  of  the 
Texas  Manufactured  Housing  Association  are  two  of  the  Nation's 
largest  home  builders— U.S.  Homes,  headquartered  in  Houston, 
and  Fox  &  Jacobs,  headquartered  in  Dallas,  are  both  now  members 
of  the  Texas  Manufactured  Housing  Association,  because  they  are 
substantially  involved,  or  beginning  to  be  substantially  involved  in 
the  manufactured  housing  business  and  the  construction  of  modu- 
lar homes. 

We're  talking  today,  of  course,  about  costs,  Mr.  Chairman,  and 
costs  are  an  extremely  critical  factor  with  reference  to  housing.  We 
must  have  available  housing,  but  that  housing  is  not  really  availa- 
ble. And  the  fact  that  our  housing  inventory  might  consist  of  cer- 
tain numbers  of  homes,  rental  units,  and  so  forth  is  really  not  sig- 
nificant, unless  that  housing  is  affordable  to  the  vast  majority  of 
the  American  people. 

Now,  of  course,  the  concern  of  the  committee  has  to  be  with 
regard  to  the  public  health,  safety,  and  welfare  of  the  constituents 
of  the  various  members  of  the  committee.  We  understand  that  and 
that  aspect  of  the  public  interest,  we  agree,  should  be  paramount 
in  your  consideration. 

Now  with  the  current  emphasis  on  deregulation,  on  streamlin- 
ing, and  modernization  of  housing  programs,  we  believe  that  manu- 
factured housing  offers  an  ideal  portion  of  the  ultimate  solution  for 
streamlining  of  some  of  these  processes.  We  think  that  through 
manufactured  housing,  that  a  large  part  of  the  housing  needs  of 
the  country  can  be  satisfied,  at  least  substantially,  substantially, 
without  huge,  massive,  new,  direct  subsidy  programs  and  without 
unreasonable  outlays  of  federal  funds. 

CONSTRAINTS  IMPOSED  ON  MANUFACTURED  HOUSING 

There  are  a  number  of  constraints  that  are  currently  imposed  on 
manufactured  housing  because  of  the  history  of  the  industry,  be- 
cause of  the  old  trailer  house  image  from  which  the  manufactured 
housing  industry  grew,  out  of  which  it  grew. 

So,  basically,  today  we're  going  to  be  asking  for  something  from 
the  committee  and  that  is  equality  through  parity.  Not  something 
special,  but  simply  equal  treatment  under  the  law  with  reference 
to  kind  and  type  of  homes  that  are  being  constructed  in  factories 
and  in  plants. 

Now  with  reference  to  cost  and  state  of  the  art  for  manufactured 
housing,  we  have  some  charts  and  exhibits  to  show  you.  And,  by 
the  way,  the  testimony  is  divided  into  two  pieces,  although  they 
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have  the  same  back.  The  one  with  the  staples  on  the  outside  are 
the  exhibits,  so  that  you  can  look  at  the  exhibits  along  with  the 
testimony,  rather  than  having  to  flip  back  and  forth. 

But  housing  costs  are  increasing  and  as  we  take  a  look  at  the  ex- 
hibit 1,  as  you  well  know,  and  it's  redundant  almost  to  point  out  to 
you,  that  the  annual  housing  expenses  for  new  median-priced 
single-family  homes  has  risen  in  the  past  10  years.  And  this  chart 
is  only  through  1978— substantially  faster  than  the  median-family 
income. 

SITE-ASSEMBLED  VERSUS  SITE-BUILT  HOME  COSTS 

It  simply  means  that  far  fewer  families  can  afford  housing  today 
that  could  afford  homes  10  years  ago.  Manufactured  housing  offers 
homes,  however,  even  in  1983,  from  a  range  of  $12,000  to  $60,000. 
Let's  look  at  some  of  the  costs  on  exhibit  2,  relative  costs  of  site- 
assembled  or  site-built  homes  and  manufactured  homes. 

And  I'm  not  sure  if  you'll  be  able  to  read  the  footnotes  there,  but 
perhaps  on  the  charts  you  can.  Manufactured  homes,  for  example, 
in  1981— and  these  are  81  figures— the  average  sale  price  of  manu- 
factured housing  or  homes  was  $19,900.  Now  that  included  furnish- 
ings, but  did  not  include  land,  nor  installation.  The  average  price 
for  a  site-built  home  was  $83,000.  Now  that  did  not  include,  of 
course,  any  furnishings,  but  does  include  land. 

Let's  look,  though,  at  the  cost  per-square-foot  because  I  think 
that  that  is  a  comparison  that  is  needed  and  is  far  more  meaning- 
ful to  the  committee. 

The  cost  per-square-foot  for  a  manufactured  home  was  $19.13, 
based  on  these  figures,  and  that  for  a  site-built  home  of  $39.06. 

Now  let  me  hasten  to  add  that  it's  not  on  this  chart,  but  in  all 
fairness,  I  want  to  make  sure  that  we're  comparing  apples  to 
apples.  This  average  price  for  a  manufactured  home  does  not  in- 
clude some  of  the  foundation  costs  and  the  delivery  costs  to  the 
home  site.  Obviously,  a  site-built  home  is  built  onsite,  so  there  are 
not  those  expenses.  But  let's  add  an  average,  and  this  would  be  a 
good  figure,  of  $2,000  on  an  average  for  a  manufactured  home  to  be 
delivered  to  the  site  and  installed  on  a  foundation  system. 

So  if  you  add  that  $2,000  to  the  $19,900,  to  get  really  a  true  com- 
parison, then  you'll  have  an  average  square-foot  cost  of  $20.09  and, 
of  course,  a  $21,900  average  cost. 

Senator  Tower.  Is  that  $2,000  just  the  foundation  cost?  That  does 
not  include  the  cost  of  the  land. 

Mr.  Ehrle.  That  is  correct,  sir.  Now  remember  the  square  foot- 
age prices,  though,  that  we're  comparing  does  not  include  the  cost 
of  land  for  a  site-built  home,  either. 

Senator  Tower.  Fine. 

Mr.  Ehrle.  In  chart  No.  3 

Senator  Tower.  Mr.  Ehrle. 

Mr.  Ehrle.  Yes,  sir. 

Senator  Tower.  At  this  point,  would  you  suspend?  All  of  those 
bells  that  you  heard  are  an  indication  that  we  have  a  record  vote 
on  the  floor.  And  Senator  Riegle  and  I  now  have  approximately  6 
minutes  to  get  there.  He  is  more  fleet  of  foot  than  I  am,  so  I'm 
going  to  recess  us  now  for  about  10  minutes  to  go  vote  and  return. 
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Mr.  Ehrle.  Fine.  Yes,  sir. 

[Brief  recess.] 

Senator  Tower.  The  committee  will  come  to  order. 

Mr.  Ehrle,  I  apologize  for  the  interruption.  Will  you  resume? 

Mr.  Ehrle.  That's  perfectly  all  right.  Senator.  You're  like  the 
cowboy  looking  at  the  hot  horse  show.  It  don't  take  you  long  to 
vote,  does  it? 

Senator  Tower.  Not  long.  If  I  know  what  I'm  voting  on. 

Mr.  Ehrle.  We  were  looking  at  some  cost  comparison  figures  on 
a  square  footage  basis,  Mr.  Chairman,  before  the  recess;  $20.09,  ba- 
sically, against  a  $39  figure  for  site-built  construction.  Now  let  me 
also  add  that  the  manufactured  home  that  costs  $20.09  does  not 
have  a  two-car  garage.  It  does  not  have  a  basement. 

So  when  we're  talking  about  averages  across  the  country,  we're 
talking  about  homes  that  would  not  be  as  large  and  would  not 
have,  perhaps,  some  of  the  amenities.  But  we're  also  talking  about 
homes  that  are  code-constructed  and  are  of  comparable  code  qual- 
ity. 

In  chart  3,  there  is  simply  a  listing,  and  we  won't  go  through 
them,  in  the  interest  of  time,  of  the  percentage  of  total  costs  of  a 
manufactured  home  for  the  various  types  and  kinds  of  components. 

And  then  in  chart  4  we  have  a  listing  which  shows  the  compo- 
nent costs  of  manufactured  housing.  Materials  costs,  for  example, 
71  percent.  Direct  and  indirect  labor,  14  percent  and  2  percent. 
Plant  overhead,  profit,  and  so  forth  and  so  on. 

Basically,  of  course,  manufactured  housing  is  not  an  intense 
labor  cost  form  of  housing.  However,  it  does  require,  of  course,  sub- 
stantial numbers  of  workers  in  the  various  plants. 

As  we  look  at  chart  5 

Senator  Tower.  Do  you  have  some  of  the  same  skills  that  would 
be  hired  on  the  onsite  construction? 

Mr.  Ehrle.  Yes,  sir.  Yes,  sir.  The  one  major  difference  would  be, 
for  example.  Senator,  there  are  quality  control  engineers,  as  re- 
quired by  HUD  and  required  by  the  agreement  between  NCS,  BCS, 
and  HUD  for  the  monitoring  of  the  code  construction  program. 

So  you  might  not  have  a  master  plumber  or  a  master  electrician 
in  the  factory  because  HUD  has  supplanted  that,  in  a  sense,  with 
the  control  control  engineers  from  the  standpoint  of  training,  back- 
ground, and  education  for  assurance  of  safety,  as  opposed  to  an  in- 
dependent contractor  out  on  a  site  without  any  quality  control  en- 
gineering supervision. 

But  yes,  sir,  the  same  things  are  done,  except  they're  done  inside 
the  plant. 

Chart  5  in  exhibit  3,  excluding  land  and  installation  costs,  we 
simply  show  what  the  average  price  was  for  single  section  and 
multisection  manufactured  homes  in  1981,  $16,500,  $26,800.  Now 
those  prices,  as  I  say,  do  not  include  land  or  installation  costs.  If 
you  put  one  of  the  homes  on  a  rather  inexpensive  lot,  and  you  can 
add  $2,000  for  delivery  and  installation  cost,  then  you  have  a  very 
inexpensive  form  of  house. 

Although  those  are  1981  figures.  Senator,  even  today,  in  1983,  we 
can  construct  in  our  industry  a  manufactured  home  to  the  HUD 
construction  code  and  sell  that  home  for  as  little  as  $12,000.  Now 
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that's  a  safe  home.  It's  a  decent  home.  And  it's  affordable  by  a  tre- 
mendous number  of  American  families. 

Now  it's  not  the  ideal  home  that  we  would  all  like  to  have.  It's, 
of  course,  not  a  two-story  southern  colonial.  It's  not  a  traditional 
New  England  manor  with  acreage  and  so  forth.  But  it  is  housing 
that  is  affordable  for  the  vast  majority  of  the  people. 

Chart  6,  we  simply  have  some  additional  comparisons  with 
regard  to  sales  and  shipments  of  manufactured  housing,  and  all 
that  really  does  is  demonstrate  what  I  had  said  a  little  bit  earlier 
in  that  manufactured  housing  is  a  major  source  of  housing  today. 

Now  in  chart  No.  7,  exhibit  No.  4,  which  we  have,  we  have  listed 
some  reasons  why  factory-produced  homes  cost  less.  And  I  want  to 
stress,  No.  1,  a  preemptive  Federal  code.  Because  of  the  interstate 
and  intercity  aspect  of  constructing  components  in  plants  and  as- 
sembling them  perhaps  in  another  plant  and  then  delivering  the 
finished  product,  it's  simply  not  possible  to  operate  based  on  diver- 
gent local  and  municipal  codes. 

For  example,  in  Texas,  there  probably  are  over  200  variations  of 
just  the  standard,  the  old  southern  building  code.  There  are  also 
numerous  variations  of  the  uniform  building  code. 

Now  the  point  here  is  simply  that  a  preemptive  Federal  code  is 
critical  because  the  manufacturers  can  build  to  a  single  code  and 
they  can  construct  a  home  to  that  one  code.  So  that  it  makes  the 
assembly  line  process  function.  It  makes  the  cost  effectiveness  of 
the  home  realistic,  from  the  construction  standpoint. 

Many  of  our  manufacturers  have  differences  as  to  what  the  code 
ought  to  be.  But  we  try  to  work  with  the  code  groups.  And,  by  the 
way,  I've  got  to  compliment  the  CABO  group  for  trying  to  bring  the 
recognized  code  groups  together  and  in  emphasizing  the  one-  and 
two-family  dwelling  code. 

Again,  a  national  code  would  be  very  helpful  even  to  site-built 
homebuilders.  In  the  manufactured  housing  industry,  it's  critical  to 
have  a  single  code. 

Volume  purchasing  of  materials,  system-engineered  production 
lines,  tight  quality  control,  less  labor-intensity,  no  weather  inter- 
ruptions, shorter  production  time.  Savings  in  pilferage  is  a  big  item 
because  building  onsite,  you  lose  a  good  bit  of  materials  from 
simply  pilferage  and  vandalism. 

And,  of  course,  there's  a  savings  in  interim  financing  costs. 

I  think  we  can  demonstrate  that  manufactured  housing  is  afford- 
able. I  think  we  can  demonstrate  that  more  intensive  and  greater 
use  of  manufactured  housing  from  a  competitive  standpoint  will 
assist  in  perhaps  not  bringing  housing  costs  down,  but  in  holding 
housing  costs  from  continuing  to  rise  and  escalate  quite  so  rapidly. 

But  one  of  the  problems  that  we  have  in  the  manufactured  hous- 
ing industry,  and  beginning  on  page  7  of  the  printed  statement,  we 
have  barriers  to  the  affordability  and  constraints  against  manufac- 
tured housing. 

RESTRICTIVE  ZONING  PROBLEMS 

We  have  exclusionary  zoning  situations  where  some  cities, 
simply  by  ordinance  say,  you  cannot  place  a  manufactured  home  in 
this  city.  Then  along  with  the  homebuilders,  we  share  restrictive 
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zoning  problems.  One  of  the  problems,  when  you  talk  in  terms  of 
creating  jobs  from  a  standpoint  of  housing  assistance  programs,  is 
zoning.  For  example,  you  can  allocate  the  money  today  and  Secre- 
tary Pierce  could  put  it  in  the  pipeline  today.  But  in  some  munici- 
palities across  this  country,  it  might  take  6  months  to  3  years 
before  you  could  achieve  the  necessary  zoning  variances  to  even 
begin  to  get  your  permits  and  begin  construction,  whether  it's  man- 
ufactured housing  or  housing  built  on  site. 

LIMITED  SECONDARY  MARKET  FINANCING 

There  has  been,  of  course,  limited  secondary  market  financing 
for  manufactured  homes.  Now  there  is  very  little  that  the  Congress 
could  do  about  that.  We,  as  an  industry,  continue  to  work  on  that 
particular  problem.  One  thing  that  could  be  of  assistance  would  be 
if  statutory  authorization  could  be  given  in  the  1983  housing  bill  to 
the  Federal  Home  Loan  Bank  Board  for  the  implementation,  as  it 
might  desire  and  within  the  regulations  that  might  be  implement- 
ed, a  secondary  market  for  manufactured  homes  only.  That's  with- 
out land. 

Now,  again,  the  reason  that  this  is  important,  Mr.  Chairman,  is 
simply  because  we  have  made  situations  all  across  the  country 
where  the  parents  or  the  grandparents  have  land  and  have  a  place 
to  put  a  home.  But  they're  not  willing  at  this  moment  to  subdivide 
that  particular  tract  to  their  children  or  grandchildren.  But  they 
do  have  a  spot  where  they  could  put  a  home.  So  if  this  financing  in 
the  secondary  market  were  available  for  a  home  only,  with  appro- 
priate landlords'  waivers  and  things  of  that  nature  in  order  to  pro- 
tect the  mortgage  on  the  house  itself,  this  would  be  a  substantial 
help  in  providing  availability  of  housing  for  the  public. 

In  a  separate  folder,  a  little  blue  folder  that  I  hope  you  got  and 
we  had  enough  for  each  member  of  the  subcommittee,  there  is  a 
little  article  about  zoning  from  the  standpoint  of  the  Houston 
Homebuilders  Association  group,  Mr.  Chairman. 

Also  in  there  are  a  series  of  six  pictures.  I  put  those  in  there  so 
that  you  could  look  at  them  and  try  to  determine  which  of  these 
six  are  manufactured  homes  and  which  are  site-built  homes.  I 
won't  embarrass  you  by  giving  you  the  test,  simply  because  a  Sena- 
tor could  not  afford  to  make  a  mistake  on  missing  one.  But  I  will 
tell  you  which  are  which  at  the  conclusion  of  my  testimony. 

Manufactured  housing  problems,  manufactured  housing  concerns 
are  something  that  has  been  bipartisan.  Both  the  present  adminis- 
tration and  the  past  administration  had  commissions  that  were 
designated  to  study  housing  and  affordability  of  housing.  The 
report  on  the  Council  for  Development  Choices  for  President  Carter 
recommended  some  changes  to  promote  the  inclusion  of  manufac- 
tured homes  in  cities  and  the  further  use  of  manufactured  housing. 
President  Reagan's  Commission  on  Housing  did  the  same  thing. 

So  we  simply  think  that  there  has  been  a  demonstrated  need  on 
a  bipartisan  basis  for  additional  manufactured  housing.  I've  listed 
a  couple  of  things  on  page  10  that  the  Congress  might  be  able  to 
do. 
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And,  in  conclusion,  let  me  simply  mention  the  fifth  item  that  we 
put  in  the  list  of  constraints,  and  that's  the  single  standard,  the 
HUD  code  standard,  nonessential  HUD  standard  requirements. 

Now,  Mr.  Chairman,  we  don't  mean  that  requirements  and  code 
standards  that  are  in  the  public  interest  from  the  standpoint  of 
health  and  safety  are  not  critical,  and  they  must  be  there.  Howev- 
er, we  do  believe  that  the  interests,  the  public  interests,  have  to  be 
balanced.  There  is,  of  course,  a  substantial  public  interest  in  the  af- 
fordability  of  housing.  There's  also  a  substantial  public  interest  in 
safe  housing,  in  housing  that  is  as  highly  resistant  to  fires  as  possi- 
ble. 

And  as  I  point  out  in  the  statement,  of  course,  we  can  build — we 
can  build  a  home  that  will  never  burn.  But  no  one,  or  at  least  very 
few  people,  would  be  able  to  afford  it.  So  the  balancing  of  the  code 
interests  and  the  affordability  have  to  be  determined.  And  I  sus- 
pect that  that  determination,  unfortunately,  will  ultimately  fall  on 
the  Congress  because  of  the  competing  interests  of  the  various 
groups  in  these  items. 

And,  in  closing,  Mr.  Chairman,  I  simply  say  in  my  statement,  lay 
out  a  challenge  to  the  committee — if  at  least  some  portion,  and  I'm 
not  talking  about  a  major  portion — but  if  some  portion  of  the 
public  housing  assistance  funds  and  the  community  block  grant 
funds  could  be  earmarked  for  manufactured  housing  projects,  I'm 
simply  going  to  say  to  you,  without  any  question,  that  our  industry 
can  deliver  30  to  40  percent  more  housing  per  Federal  assistance 
dollar  than  any  other  form  of  housing  that  has  been  obtaining 
these  Federal  assistance  dollars  today. 

And  I'm  confident  that  my  figures  are  correct  and  I'm  confident 
that  they  would  fall  within  that  range. 

With  your  help  in  eliminating  some  of  the  constraints  and  some 
of  the  restrictions  on  manufactured  housing,  we  think  that  we 
could  add  50  percent  to  the  available  housing  that  will  be  so  des- 
perately needed  during  the  next  10  years. 

I  sincerely  appreciate  the  opportunity,  Mr.  Chairman,  to  appear 
and  to  be  present.  And  if  you'd  like  to  look  at  any  of  the  pictures, 
let  me  simply  tell  you  that  they  are  all  manufactured  homes.  These 
are  even  mobile  homes,  in  the  sense  that  they  are  derivatives  of 
the  mobile  home.  These  are  HUD  code-constructed  homes.  And  I 
have  some  price  figures  that  might  be  interesting  to  you  and  let  me 
point  out  where  some  of  them  are  from. 

On  the  back  you'll  find  a  little  number.  No.  1  is  a  home  that's  in 
a  subdivision  in  New  Braunfels,  Tex.,  and  the  total  price  of  this 
home,  the  land  and  the  foundation  system  and  everything  you  see 
in  the  picture,  was  $39,000. 

Senator  Tower.  When? 

Mr.  Ehrle.  Two  years  ago. 

Senator  Tower.  1981. 

Mr.  Ehrle.  Yes,  sir.  Picture  No.  2  is  a  picture  of  a  California 
model  home.  This  was  a  demonstration  home  that  was  set  up  by  a 
manufacturer  and  is  not  actually  on  a  subdivision  site.  This  home 
would  retail  for  approximately  $45,000.  So  depending  on  the  price, 
then  you  add  to  that  your  delivery  and  so  forth.  You'd  have 
$49,000,  perhaps,  for  this  home  and  then  plus  the  cost  of  your  de- 
veloped lot  in  California. 
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Picture  No.  3,  this  particular  picture  is  picture  of  a  manufac- 
tured home  with  1,760  square  feet  in  it  that's  in  a  subdivision  in 
Cleburne,  Tex.  It  was  sold  in  1982,  early  1982,  for  a  price  of 
$42,500. 

Picture  No.  4,  I  must  confess,  Mr.  Chairman,  I  know  the  house 
and  I  know  the  manufacturer.  I  do  not  know  where  this  particular 
home  is  located.  But  let  me  give  you  the  retail  figures  for  it  be- 
cause it  is  constructed  with  the  two-car  garage  addition  as  a 
module  that  is  built  with  the  home  and  can  be  attached.  This  par- 
ticular home  retails  for  around  $39,000  to  $40,000. 

So  for  about  $42,000,  it  could  be  installed  on  your  lot  or  your  site, 
or  plus  the  cost  of  the  developed  lot. 

Picture  No.  5  is  a  home  in  New  Braunfels.  It's  about  IVz  years 
old.  It  was  sold  for  $37,500.  It's  in  the  same  subdivision  as  picture 
No.  1. 

Picture  No.  6  is  a  manufactured  home  with  brick  veneer,  you 
will  see,  priced  at  $59,000.  But  it's  on  a  half-acre  lot.  This  home 
was  sold  about  3  years  ago  in  the  State  of  Washington. 

Manufactured  housing  is  a  viable  source  of  affordable  housing 
for  American  families.  And  the  manufactured  homes  that  we're 
selling  today  simply  are  not  the  trailer  houses  of  yesteryear.  I 
wrote  a  song  recently  along  with  a  colleague  of  mine,  Mr.  Chair- 
man. We  haven't  been  able  to  get  it  published  yet.  But  it's  called, 
"Ain't  No  Trailer  Trash  Gonna  Live  Here." 

We  submit  to  you  that  the  industry  we  represent  today  is  far  dif- 
ferent from  that  industry  of  the  1940's  and  early  1950's,  when  the 
homes  that  were  being  constructed  were  temporary.  These  are  per- 
manent homes,  placed  on  a  permanent  foundation,  in  many  in- 
stances. 

We  simply  ask  for  equality  and  would  hope  that  you  would  give 
us  a  chance  to  help  lower  the  costs  or  keep  the  costs  of  housing  as 
low  as  possible. 

Thank  you,  sir. 

[Complete  presentation  of  Mr.  Ehrle  follows:] 
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Before  The 

Housing  and  Urban  Affairs  Subcommittee 

Honorable  JOHN  TOWER,  Chairman 


TESTIMONY   OF  WILLIAM  L.  EHRLE,  SR. 

Representing  the 

NATIONAL  MANUFACTURED  HOUSING  FEDERATION 

March  8, 1983 


ChaiTTnan  Tower  and  Members  of  the  Banking  Committee: 

My  name  is  Will  Ehrle ;  I  reside  in  Austin,  Texas ;  and 
I  appear  before  the  Subcommittee  today  to  present  testi- 
mony on  behalf  of  the  National  Manufactured  Housing 
Federation. 

The  National  Manufactured  Housing  Federation 
(NMHF)  is  a  non-profit  trade  association  whose  mem- 
bership consists,  as  of  this  date,  of  41  state  and  regional 
manufactured  housing  trade  associations.  These  state  and 
regional  associations  are  comprised  of  an  aggregate  of 
approximately  30,000  member  business  firms  which  are 
engaged  in  the  retail  sale  of  manufactured  homes  and  in 
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the  development  and  operation  of  manufactured  housing 
communities  across  the  country.  In  addition,  a  number 
of  the  state  associations  represent  members  engaged  in 
the  manufacturing  of  homes.  Thus,  the  National  Manu- 
factured Housing  Federation  is  the  only  organization  at 
the  national  level  which  speaks  for  a  large  and  broad 
cross-section  of  the  manufactured  housing  industry. 

By  way  of  additional  background,  while  I  speak  today 
as  a  representative  of  NMHF,  I  am  President  and  Gen- 
eral Counsel  of  the  Texas  Manufactured  Housing  Asso- 
ciation. In  this  capacity  I  represent  all  segments  of  the 
manufactured  housing  industry :  manufacturers,  retailers, 
park  and  community  owners  and  operators,  mortgage 
bankers,  and  financial  institutions  engaged  in  financing 
the  purchase  of  manufactured  homes,  insurors  of  homes 
and  suppliers  of  various  goods  and  services  to  the  manu- 
factured housing  industry. 

Texas  is  the  leading  state  in  both  the  production  and 
sale  of  manufactured  housing,  and  this  site-delivered 
housing  is  a  vital  part  of  the  housing  market  in  my  home 
state — as  it  is  across  the  United  States.  It  has  become 
virtually  the  only  source  of  new  single-family  homes 
which  cost  less  than  $40,000.00,  and  manufactured  hous- 
ing provided  more  than  one  out  of  every  three  (36%) 
new  single  family  homes  built  in  the  United  States  in 
1981.  In  Texas,  Mr.  Chairman,  41,263  single-family 
manufactured  homes  were  sold  in  1982  and  we  believe 
that  this  will  represent  38%  of  that  shelter  market  when 
the  final  sales  figures  are  in  for  site-assembled  housing 
for  last  year. 

We  project  that  in  the  next  three  to  five  years  factory- 
built,  site-delivered  homes  (both  mobile/manufactured 
and  modular  homes)  will  account  for  over  fifty  percent 
(50%)  of  all  new  single  family  residences  which  are 
annually  constructed  in  this  country. 
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Thus,  Mr.  Chairman  and  Members  of  the  Committee, 
in  your  deliberations  and  consideration  of  the  issues  and 
questions  which  develop  as  a  result  of  this  hearing- 
please  remember  that  any  action  which  you  may  take 
regarding  manufactured  housing  will  affect  the  avail- 
ability of  affordable  housing  for  millions  of  American 
families  in  the  future.  The  public  interest  in  the  avail- 
ability of  affordable  housing  should  be  a  predominant 
factor  in  your  consideration.  A  lack  of  such  availability 
is  beginning  to  reach  the  crisis  stage  in  virtually  all 
sections  of  this  nation.  The  health,  safety  and  welfare 
of  your  constituents  is  (as  it  should  be)  your  major  con- 
cern, and  the  availability  (or  lack  thereof)  of  well  con- 
structed, energy  efficient  housing  at  an  affordable  price 
is  impacting  the  health,  safety  and  welfare  of  a  tre- 
mendous number  of  your  constituents.  This  aspect  of 
the  public  interest  must  be  ever  present  as  you  consider 
the  need,  if  any,  for  legislation. 

With  the  current  administration's  emphasis  on  the 
elimination  of  unnecessary  federal  programs,  on  balanced 
budgets,  and  on  tax  revision,  a  legitimate  question  is 
raised  as  to  what  extent,  if  any  at  all,  the  federal  gov- 
ernment should  be  involved  in  housing  programs.  We 
believe  that  there  is  a  vital  role  which  the  federal  pro- 
grams should  play  in  housing  assistance.  Yet,  we  also 
believe  that  government  housing  programs  should  be  re- 
examined, streamlined,  and  revitalized  in  order  to  assist 
the  housing  industry  to  meet  the  needs  of  the  public 
through  the  free  enterprise  system.  We  believe  this  can 
be  done  in  large  part  without  new  kinds  of  massive  di- 
rect subsidy  programs  and  unreasonable  outlays  of  fed- 
eral funds.  A  substantial  part  of  the  answer  to,  and  the 
solution  of,  our  housing  needs  and  problems  could  cost 
little  money  and  less  funds  in  direct  subsidies.  It  could 
be  achieved  by  merely  removing  long  standing  constraints 
against  factory  constructed  homes.    Constraint-removal 
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carries  no  price  tag  and  rests  solely  on  the  principle 
of  "equality  through  parity".  That  is,  homes  of  com- 
parable size  and  quality  should  enjoy  equal  troatment  in 
government  programs  and  policies.  Since  the  manufac- 
tured home  is  now,  and  has  been  since  1976,  the  only 
residential  dwelling  built  to  a  mandatory  federal  con- 
struction code,  the  old  "trailer  house"  issues  concerning 
its  quality  or  safety  are  simply  not  relevant.  The  ad- 
vocacy of  constraint-removal  to  achieve  parity  requires 
only  recognition  of  the  industry's  current  "state  of  the 
art"  and  an  application  of  its  capability  to  produce  and 
market  homes  in  single  or  multi-sections  in  a  variety  of 
sizes,  models,  designs  and  prices  from  a  range  of  $12,000 
to  $60,000.  It  is,  thus,  no  longer  useful  or  realistic  to 
base  housing  programs  or  policies  on  outdated  concepts, 
or  technical  or  on  esthetic  perceptions  which  suggest 
differences  between  comparable  factory  constructed  and 
non-factory  constructed  residential  dwellings.  In  simplest 
terms,  we  submit  that  "comparable  housing  should  be 
treated  comparably". 

The  Federation  is  appreciative  of  this  Committee's  in- 
quiry into  the  matter  of  housing  affordability.  We  point 
out  that  of  the  various  alternatives  open  to  government 
policy  markers,  the  manufactured  home  offers  unique  ad- 
vantages in  assuring  a  rapid,  feasible  and  desirable  solu- 
tion to  the  fearsome  national  housing  problem  depicted  on 
Chart  One.  (Exhibit  #1)  This  Census  Bureau  informa- 
tion tells  us  that  increases  in  annual  housing  expenses  for 
a  new  median-priced  single-family  home  are  rising  far 
more  rapidly  than  median  family  income.  In  short,  lack 
of  affordability  is  pricing  the  family  of  modest  income  out 
of  the  housing  market — that  is  to  say — the  site-assembled 
housing  market. 

In  this  connection,  it  's  interesting  to  note  on  Chart 
Two  (Exhibit  ,#2),  of  the  relative  costs  of  site-assembled 
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and  manufactured  homes  that  the  more  meaningful  sta- 
tistic in  this  chart  is  expressed  in  "cost  per  square  feet", 
since  these  comparisons  both  exclude  land  costs.  How- 
ever, Mr.  Chairman^  it  should  also  be  noted  that  the  av- 
erage price  and  square  footage  price  for  manufactured 
homes  does  not  include  the  delivery  and  foundation  instal- 
lation costs.  The  site-built  home  figures  do  include  such 
costs.  However,  even  after  adding  $2,000  for  these  addi- 
tional costs,  the  average  sale  price  would  be  $21,900  and 
the  average  price  per  square  foot  only  $20.09. 

A  closer  look  at  the  low-cost  factory-constructed  home 
provides  some  insight  into  its  component  costs.  We  see 
some  approximate  component  cost  percentages  expressed 
in  table  form  in  Chart  Three.  We  would  point  out,  here, 
that  the  performance  specifications  for  all  of  these  com- 
ponents are  mandated  by  the  federal  construction  stand- 
ards administered  by  the  Department  of  Housing  and 
Urban  Development  in  accordance  with  legislation  en- 
acted by  the  Congress  in  1974. 

Expressed  in  a  different  way,  our  Chart  Four  reflects 
the  percentage  of  total  production  cost  incurred  by  cost 
element.  One  clue  to  the  factory-constructed  home's  af- 
f ordability  can  be  noted  in  the  fact  that  about  70  %  of  the 
costs  are  for  materials. 

Having  considered,  then,  manufacturing  costs  in  terms 
of  components  and  elements,  we  can  begin  to  appreciate 
the  resulting  affordable  retail  prices  shown  in  this  Chart 
Five  (Exhibit  #3).  Although  our  latest  data  reflects 
1981  costs,  we  emphasize  to  this  Committee  that  it  is 
still  posible,  in  1983,  to  buy  a  fully-furnished  manu- 
factured home,  constructed  to  the  HUD  federal  standard, 
for  around  $12,000.  That,  we  submit,  is  "affordable 
housing." 

Apparently,  the  American  home  buyers  agree.  Chart 
Six  tells  us  that  of  all  the  new  single  family  homes  sold 
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in  1981,  36%  were  manufactured  homes,  an  all-time  high 
percentage.  In  the  below-$40,000  price  range,  the  manu- 
factured homes'  89%  share  of  the  market  is  even  more 
striking. 

In  this  Chart  Seven  (Exhibit  #4)  we  have  endeavored 
to  anticipate  the  inevitable  question  of  "why  the  manu- 
factured home  is  so  much  more  affordable."  We  suggest 
these  nine  listed  reasons  and  have  listed  the  existence  of 
a  preemptive  federal  construction  mode  as  "number  one." 
Within  current  de-regulatory  philosophy,  it  may  indeed 
apear  somewhat  bizarre  to  advance  the  proposition  that 
"regulation  enhances  affordability."  Yet  the  reason  is 
simple  enough,  and  relates  to  the  unique  capability  of  this 
industry  to  achieve  economies  of  scale  from  its  standard- 
ized and  scientifically  designed  production  system  only 
if  it  is  concurrently  possible  to  build  such  homes  in  ac- 
cordance with  one  standard  that  preempts  all  local  stand- 
ards. Indeed,  this  industry  could  not  long  survive  as  the 
nation's  best  hope  for  affordable  housing,  if  manufacturing 
plants  had  to  custom  build  each  home  to  the  special  re- 
quirements of  the  local  government  having  jurisdiction  of 
the  home's  ultimate  location.  We  mention  this  Mr.  Chair- 
man, since  we  have  noted  an  anouncement  this  month  by 
the  National  Institute  of  Building  Sciences  that  the  De- 
partment of  Housing  and  Urban  Development  is  now 
drafting  contractual  arrangements  for  a  private,  volun- 
tary code  group,  to  assume  HUD's  present  code-making 
function.  It  is  vital  to  affordable  housing  that  this  pre- 
emptive feature  be  retained. 

Having  considered  the  inherent  cost  advantages  of  the 
manufactured  home,  we  have  suggested  a  number  of 
major  barriers  to  affordability. 


114 

BARRIERS  TO 
AFFORDABILITY 

(CONSTRAINTS  ON  MANUFACTURED  HOUSING) 

1.  EXCLUSIONARY  ZONING 

2.  RESTRICTIVE  ZONING 

3.  LIMITED  SECONDARY  MARKET  FINANCING 

4.  EXCLUSION   FROM  FARMERS   HOME   ADMINIS- 
TRATION RURAL  HOUSING  PROGRAMS 

5.  NON-ESSENTIAL  HUD  TITLE  VI  STANDARD  RE- 
QUIREMENTS 

At  first  glance  it  may  seem  that  items  one  and  two  of 
these  "barriers"  are  redundant,  yet,  both  are  current 
practices  and  unfortunately  are  wide-spread  throughout 
the  nation.  Both  are  severe  deterrents  to  affordability. 
"Exclusionary"  zoning  is  accomplished  by  means  of  ordi- 
nances which  simply  exclude  manufactured  homes  from 
districts  zoned  for  residential  use,  and  which  confine  them 
solely  to  rental  parks.  "Restrictive"  zoning,  though 
sounding  less  harsh,  prevents  the  installation  of  manufac- 
tured homes  in  residential  districts  in  more  subtle  ways 
— that  is,  by  mandating  certain  aesthetic  characteristics 
not  required  of  site-constructed  homes,  or  establishing  MH 
zones  in  industrial  or  completely  non-desirable  residential 
areas.  As  an  example  my  home  town  of  Austin  proudly 
proclaims  that  it  does  not  discriminate  against  manufac- 
tured housing,  that  it  has  established  an  MH  subdivision 
ordinance.  However,  since  the  ordinance  was  adopted  in 
1973,  not  one  single  MH  subdivision  zoning  request  has 
been  approved.  Both  practices  have  the  effect  of  reducing 
the  supply  of  affordable  housing  in  the  market  place.  The 
industry's  position  in  this  matter  is  to  accept  the  com- 
mon sense  principle  of  preventing  the  random  mixing  of 
non-harmonious  or  incompatible  housing  forms  in  residen- 
tial districts.  We  do  suggest  that  exclusion  or  restriction 


115 


of  residences  simply  because  they  are  factory-constructed 
is  not  in  the  public  interest  and  a  barrier  to  affordability. 
At  this  time  I  would  appreciate  having  the  Chairman's 
permission  to  distribute  to  the  Chairman  and  members  of 
the  Committee  some  photographs  of  homes  from  several 
subdivisions  in  several  states.  I  will  refer  to  them  in  a 
few  moments.  The  recognition  that  such  archaic  zoning 
policies  is  a  national  disgrace  is  widely  shared  at  the  fed- 
eral level.  We  have  extracted  a  quotation  from  the  Re- 
port to  President  Carter  from  the  "Council  on  Develop- 
ment choices  for  the  '80's".  It  clearly  condemns  discrim- 
ination against  manufactured  housing. 

THE  REPORT  OF  THE  COUNCIL  ON 
DEVELOPMENT  CHOICES  FOR  THE  '80s 

"ANOTHER  WAY  TO  PRODUCE  MORE  AFFORDABLE 
HOUSING  IS  TO  ALLOW  GREATER  USE  OF  MANU- 
FACTURED HOUSING." 

"HOUSING  COMING  OFF  ASSEMBLY  LINES  COM- 
PARES FAVORABLY  IN  LOOKS,  LIVABILITY,  AND 
•  DURABILITY  WITH  CONVENTIONAL  HOUSING. 
WHEN  THESE  UNITS  ARE  SENSITIVELY  SITED 
AND  LANDSCAPED,  LITTLE  BUT  PRICE  DISTIN- 
GUISHES THEM  FROM  OTHER  HOUSING.  ALMOST 
ALL  LOCAL  AND  STATE  REGULATIONS,  HOWEVER, 
DISCRIMINATE  AGAINST  MANUFACTURED  HOUS- 
ING. THESE  DISCRIMINTORY  POLICIES  CAUSE 
COMMUNITIES  TO  IGNORE  AND  FORGO  A  PROMIS- 
ING OPPORTUNITY  TO  NARROW  THE  GAP  BE- 
TWEEN THE  SUPPLY  AND  DEMAND  FOR  AFFORD- 
ABLE HOUSING." 

We  have  also  included  recomendations  to  President  Rea- 
gan of  the  "President's  Commission  on  Housing".  Ex- 
clusionary and  restrictive  zoning  practices  as  barriers  to 
affordable  housing  have  thus  been  deplored  by  officials  at 
the  highest  level  in  two  successive  Administrations. 
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'  THE  REPORT  OF  THE 

PRESIDENT'S  COMMISSION 

ON 

HOUSING 

"STATES  AND  LOCALITIES  SHOULD  REMOVE  FROM 
THEIR  ZONING  LAWS  ALL  FORMS  OF  DISCRIMI- 
NATION AGAINST  MANUFACTURED  HOUSING." 

"BECAUSE  OF  SHARPLY  RISING  HOUSING  COSTS, 
MANUFACTURED  HOUSING  TODAY  OFFERS  MANY 
HOUSEHOLDS  THEIR  ONLY  OPTION  FOR  HOME 
OWNERSHIP." 

"EXCLUSIONARY  ZONING  PROVISIONS  BASED  ON 
TYPE  OF  MANUFACTURE  ARE  ARBITRARY  AND 
UNRELATED  TO  LEGITIMATE  ZONING  CONCERNS." 

What  we  believe  would  be  in  the  public  interest  is  to 
require  local  governments  to  allow  HUD-cpde  constructed 
manufactured  homes  to  be  placed  on  residential  lots  where 
site-assembled  homes  of  the  same  size  and'  type  could  be 
built.  If  local  zoning  had  a  residential  AAA-1  district 
which  required  three  acre  lots,  a  minimum  of  3,500  square 
feet,  and  all  brick  or  masonary  exterior  construction,  we 
believe  that  a  manufactured  home  should  not  be  excluded 
— provided  that  it  can  meet  these  land-use  restrictions. 
Likewise,  manufactured  homes  should  be  allowed  in  all 
other  residential  districts  where  the  particular  lot  size, 
set-back,  off-set,  and  size  requirements  can  be  met. 

However,  Mr.  Chairman,  I  must  also  point  out  that 
zoning  practices  in  many  cities  and  the  tremendous  de- 
lays which  almost  always  result  from  applications  for 
zoning  changes  are  very,  very  expensive  and  costly  and 
directly  affect  the  cost  of  housing  for  home  buyers.  As  an 
example,  I  have  for  distribution  a  news  clipping  from  the 
Houston  Chronicle  which  succinctly  states  the  advantages 
and  cost  savings  which  result  from  a  lack  of  restrictions. 


117 


The  Federation  appreciates  fully  the  reluctance  of  the 
Congress  or  executive  agencies  to  become  involved  in 
zoning  matters,  traditionally  the  province  of  local  govern- 
ments, but  the  persuasive  influence  of  the  Congress  and 
the  agencies  can  be  exerted  in  various  and  sometimes 

subtle  ways. 

WHAT  CONGRESS  CAN  DO 

ZONING 

Disqualifying  local  governments'  participation  in  Federal 
Housing  Programs  if  manufactured  homes  are  excluded 
or  unreasonably  restricted. 

HOUSING  PROGRAMS 

Including  in  Committee  language  reporting  out  all  hous- 
ing bills  that  it  is  the  specific  congressional  intent  that 
manufactured  housing  shall  be  afforded  parity  with  site- 
assembled  housing,  and  that  expedited  procedures  shall  be 
established  by  municipalities  for  permits  for  residential 
dwelling  construction  and  zoning  changes  if  necessary. 

Substantial  strides  have  been  made  recently  in  second- 
ary market  finance  sources  for  manufactured  housing. 
However,  much  remains  to  be  done  and  our  industry  con- 
tinues to  work  on  new  secondary  finance  markets.  About 
the  only  thing  that  the  Congress  can  do  in  this  regard  is 
to  assure  that  manufactured  housing  is  given  equality 
through  parity  in  the  various  statutes  relating  to  the  fi- 
nancing of  housing  and  in  federal  housing  programs.  One 
specific  request,  however,  is  that  the  Federal  Home  Loan 
Mortgage  Corporation  be  given  statutory  authority  to  es- 
tablish a  secondary  market  for  manufactured  homes  only 
which  are  placed  on  rented  or  leased  land — or  on  land 
owned  by  parents  or  other  relatives. 

The  Farmers  Home  Administration  should  be  required 
by  statute  to  treat  manufactured  housing  placed  on  a 
permanent  foundation  equally  with  site-built  housing.  I 
am  sure  you  will  hear  substantially  more  on  this  subject 
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when  you  have  your  hearing  on  rural  housing  later  this 
month. 

We  have  added  the  fifth  item,  "non-essential  HUD 
standard  requirements",  not  because  the  present  code 
contains  unreasonable  specifications,  but  rather  because 
it  is  our  understanding  that  the  Department  of  Housing 
and  Urban  Development  will  be  submitting  to  the  Sub- 
committee, in  the  very  near  future,  a  proposed  rule  which 
contans  a  number  of  code  revisions.  While  the  Federa- 
tion has  not  been  furnished  the  details  of  these  proposals 
officially,  we  did  note  Senator  Lugar's  remarks  on  this 
matter  which  apeared  in  the  January  26  issue  of  the  Fed- 
eral Register.  Until  the  specific  revisions  appear  in  the 
Federal  Register,  Mr.  Chairman,  it  is  inappropriate  for 
us  to  do  more  than  express  the  hope  that  the  cost  impact 
of  the  proposed  revisions  will  not  be  inconsistent  with  this 
Committee's  concern  for  housing  affordability. 

SENATOR  LUGAR 
ON  STANDARDS 

"ONE  PROPOSED  SET  OF  REVISIONS  WOULD  IN- 
CREASE THE  RETAIL  PRICE  OF  A  SINGLE-WIDE 
MANUFACTURED  HOME  BY  ALMOST  $1,400  AND 
INCREASE  THE  PRICE  OF  A  MULTI-SECTION  HOME 
BY  ALMOST  $2,200." 

"SUCH  COST  INCREASES  ARE  ESPECIALLY  TROU- 
BLING BECAUSE  MANUFACTURED  HOMES  ARE 
THE  ONLY  HOMES  PEOPLE  OF  MODERATE  MEANS 
CAN  AFFORD." 

Source :     Congressional  Record 
January  26, 1983. 

Chairman  Tower,  Congress  has  mandated  and  HUD 
has  prescribed  the  mandatory  building  code  for  manu- 
factured housing.  This  undertaking  should  assure  that 
safe,  decent,  desirable,  energy-efficient,  and  affordable 
manufactured  homes  should  be  available  to  help  alleviate 
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this  nation's  housing  shortage  which  is  growing  each  day 
and  which,  in  my  opinion,  wil  be  awesome  in  another 
three  to  five  years.  As  Senator  Lugar  has  pointed  out, 
our  industry  does  not  oppose  changes  in  the  code  require- 
ments and  standards  which  might  be  essential  to  the 
public  health  and  safety.  However,  Mr.  Chairman  and 
Committee  members,  the  various  competing  aspects  of  the 
public  health  and  safety  must  be  reconciled.  It  is  possible 
from  an  engineering  standpoint  to  build  a  home  that  will 
not  burn;  we  could  build  a  home  that  was  so  energy  ef- 
ficient and  thermally  sealed  that  the  carbon  dioxide  from 
normal  breathing  of  the  occupants  and  the  resulting 
oxygen  dissipation  would  kill  them.  It's  like  many  other 
things — automobiles,  television  sets,  heaters  and  furnaces, 
and  the  list  could  go  on  and  on — ^we  can  protect  the  health 
and  safety  of  the  public  to  the  extent  that  these  items  are 
too  expensive  for  the  vast  majority  of  Americans  to  pur- 
chase. Few  families  would  be  able  to  buy  a  totally  fire- 
resistant  home,  but  many  might  freeze  to  death  because 
of  a  lack  of  housing. 

Thus,  the  HUD-code  standards  and  requirements  (like 
all  recognized  building  codes)  should  be  carefully  and 
seriously  weighed  as  to  the  adverse  impact  on  the  af- 
fordability  of  housing.  The  public  interest  in  afforable 
housing  must  be  a  major  consideration  and  changes  should 
be  made  only  if  essential  for  the  public  health  and  safety. 

In  summaiy  and  conclusion,  I  thank  the  Senate  Hous- 
ing Subcommittee  and  Senator  Tower  as  Chairman  for 
the  invitation  to  testify  today. 

We  believe  that  you  must  specifically  and  expressly  in- 
clude manufactured  housing  in  any  and  all  plans  for 
housing  assistance  in  this  country.  We  believe  that  manu- 
factured housing  today  deserves  equality  through  parity 
with  site-assembled  housing.  We  have  no  conflicts  with 
the  traditional  homebuilders  but  desire  to  supplement 
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the  construction  of  housing  for  American  families.  We 
want  to  work  with  the  traditional  homebuilders  to  elim- 
inate the  exclusionary,  restrictive,  and  expensive  zon- 
ing regulations  of  many  municipalities.  We  want  to  get 
on  with  our  job  of  building  homes  and  providing  needed 
shelter. 

However,  in  closing,  I  must  lay  out  a  challenge  to  this 
Committee,  Mr.  Chairman.  If  the  1983  Housing  Act 
could  somehow  allocate  a  specific  portion  of  public  hous- 
ing assistance  funds  and  community  block  grant  funds  for 
the  utilization  of  manufactured  housing  without  unreason- 
able restrictions,  our  industry  will  provide  30%  to  40% 
more  housing  of  equal  or  better  quality  for  each  allocated 
dollar  than  the  dollars  spent  on  other  kinds  and  types  of 
housing  in  these  programs. 

Hear  our  plea !  Give  manufactured  housing  its  oppor- 
tunity! We  can  help  you  provide  more  housing  for  needy 
families  and  help  cut  the  federal  budget  at  the  same 
time.  Also  with  your  assistance  in  eliminating  discrimina- 
tory exclusions  and  restrictions  and  in  resisting  non  cost- 
effective  code  standards,  our  industry  can  add  50%  to 
the  available  supply  of  single-family  residences  for  Ameri- 
can families  in  the  low,  middle,  and  upper  middle  income 
ranges. 

Thank  you  very  much. 
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Exhibit  #1 


CHART  ONE 


INCREASING  COST  OF  HOUSING 


Annual  Housing  Expenses 
for  New  Median  Priced 
1-Family  Home* 


In  the  last  decade,  housing  cost  increases  far  outpaced 
increases  in  median  family  income. 
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*  Including  mortgage,  maintenance,  and  utility  expenses. 
Sources:   Economic  News  Notes  Monthly  Report  (National  Associa- 
tion of  Home  Builders),  July  1979. 

U.  S.  Bureau  of  the  Census,  Current  Population  Reports,  series 
P-60,  no.  123,  June  1980.  - 
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Exhibit  #2 


CHART  TWO 
MANUFACTURED  HOUSING 

AND 
SITE-ASSEMBLED  HOUSING 
PRICE  COMPARISONS 

MANUFACTURED  HOMES  1981 


;i9,90oCi} 


Average  Sale  Price $; 

(All  Lengths  &  Widths) 

Cost  Per  Square  Foot $19.13 

Average  Square  Footage  1,040  sq.  ft, 


SITE-BUILT  HOMES  1981 

Average  Sales  Price $83,000^,^ 

Cost  Per  Square  Foot $39.06(3 

Average  Square  Footage 

(Living  Space)  1,700  sq.  ft. 

Source:   Manufactured  Housing  Institute 

(_£)   Includes  Furnishings,  but  excludes  land  and  in- 
stallation costs 

(2)  Excludes  furnishings,  but  includes  land 

(3)  Excludes  furnishings  and  land 
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CHART  THREE 

Material  and  Labor  Costs,  Breakdown  for  a  Typical  Manu- 
factured Home  Manufacturer  (Only  Materials,  Direct  and 
Indirect  Labor  are  Included) 


Component 
Chassis /wheels 

Floor 


Exterior  wall 


%  of  Total  Cost 


12 


10 


15 


Roof 


Item 

Chassis,  wheel/axle  assem- 
bly (excluded  heating, 
plumbing,  electrical) 
Framing  members,  subfloor, 
underf looring,  insulation, 
vapor  barrier  (excluded 
floor  finish,  heating, 
plumbing,  electrical) 

Framing  members,  exterior 
siding,  interior  paneling, 
insulation,  vapor  barrier 
(excluded  wall  finish,  heat- 
ing, plumbing,  electrical) 

Framing  members,  trusses, 
exterior  roof  4  subroof, 
ceiling  insulation  &  vapor 
barrier  (excluded  ceiling 
finish  ventilation  fans, 
electrical) 


Interior  partitions 


Doors  &  windows 


Framing  members,  paneling 
(excluded  wall  finish,  heat- 
ing, plumbing,  electrical) 

Fixed  &  operable  window 
units,  exterior  i    interior 
door  units 


Exterior  finish 


Interior  wall  finish 


Exterior  painting,  shutters 
gutters  &  downspouts,  other 
exterior  trim  &  ornamenta- 
tion 

Interior  painting,  wall- 
paper, vinyl  wall  covering, 
baseboard,  other  wall  trim 


Floor  finish 


Linoleum  i  vinyl  flooring, 
carpeting  s  pad 
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CHART  THREE 
Continued 


Celling  finish 
Heating  &  ventilating 


Ceiling  tile,  planks,  panels, 
plaster  or  painted  ceiling 

Furnace,  exhaust  fans,  heat- 
ing ducts,  grilles  &  regi- 
sters (excluded  a:ir  con- 
ditioner) 


Plumbing 


Electrical 


Kitchen  equipment 


Bathroom  equipment 


Furnishings 


15 


Hot  water  heater,  water 
supply  system,  drainage/ 
vent  system,  bath  &  kitchen 
fixtures,  gas  system 

Distribution  panel,  circuit 
breaker,  wiring,  switches 
and  outlets 

Range,  range  hood,  refrig- 
erator, kitchen  sink, 
cabinets,  other  storage, 
counter  tops  (excluded  dis- 
posal, dishwasher) 

Bathtub  4  shower,  water- 
closet,  lavatory,  medicine 
cabinet,  lavmette 

Furniture,  beds,  lamps, 
drapes 


TOTAL  ■  ^00 

Source:  "Building  Tommorrow :  The  Mobile/Manufactured  Housing 
Industry  ",  MIT  Press 
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CHART  FOUR 

MANUFACTURED  HOUSING 

COMPONENT  COSTS 


COST  ELEMENT 


APPROXIMATE  TYPICAL 
PERCENT  OF  TOTAL  COST 


Materials 

Direct  Labor 

Indirect  Labor 

Selling  Expenses 

General  and  Administrative 

Plant  Overhead 

Profit 


71% 
14% 
2% 
1% 
5% 
4% 
3% 


TOTAL 


100% 


Source:   "Building  Tomorrow:  The  Mobile/Manufactured  Housing 
Industry" 


Type  of  Home 
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CHART  FIVE 
MANUFACTURED  HOUSING 
RETAIL  PRICES* 
1981 

Retail  Price  Average  Price 


Sxngle-Section      S  7,500  to  $28,000  l^/ In^n 

Multi-Section       $15,000  to  $55,000  $26,800 


Source:   Manufactured  Housing  Institute 
♦Excludes  land  and  installation  costs 
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CHART  SIX 

COMPARISON  OF  .MOBILE  HOME  SHIPMENTS 
AND  SALES  OF  SINGLE  FAMILY  SITE-BUILT  HOMES 


SITE-BUILT  HOMES* 


Homes  Sold  .  .  .  . 

Percent  of  Total  . 
Site-Built  Homes 
Sold  &  Mobile 
Homes  Shipped 

MOBILE  HOMES 


1981 

436,000 
64% 


Homes  Shipped  .  .  . 

Percent  of  Total  . 
Site-Built  Homes 
Sold  &  Mobile 
Homes  Shipped 


Total  New   .  .  .  . 
One-Family 
Site-Built  Homes 
Sold  &  Mobile 
Homes  Shipped 


240,000 
36% 


676,000 


UNDER  $40,000  PRICE  RANGE 


SITE-BUILT  HOMES* 


1981 

29,000 

11% 


Homes  Sold  

Percent  of  Total  

Site-Built  Homes 
Sold  &  Mobile 
Homes  Shipped 

MOBILE  HOMES 

Homes  Shipped   237,000 

Percent  of  Total 89% 

Site-Built  Homes 

Sold  &  Mobile 

Homes  Shipped 

Total  New 266,000 

One-Family 
Site-Built  Homes 
Sold  &  Mobile 
Homes  Shipped 

*  U.S.  Dept.  of  Commerce,  Bureau  of  Census  Data  Conventional 
Homes  —  C25  Construction  Reports 
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Exhibit  #4 

CHART  SEVEN 

WHY 

FACTORY- PRODUCED  HOMES  COST 

LESS 

1.  PREEMPTIVE  FEDERAL  CODE 

2.  VOLUME  PURCHASING  OF  MATERIALS 

3.  SYSTEMS-ENGINEERED  PRODUCTION  LINE 

4.  TIGHT  QUALITY  CONTROL 

5.  LESS  LABOR  INTENSI-VE 

6.  NO  WEATHER  INTERRUPTIONS 

7.  SHORTER  PRODUCTION  TIME  (250  MANHOURS  PER  HOME) 

8.  SAVINGS  IN  PILFERAGE 

9.  SAVINGS  IN  INTERIM  FINANCE  COSTS 
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Manufactured  Housing? 


Foreword 

A  high  prioritN'  of  most  American  families  is  to  fulfill 
the  All-American  dream  of  homeounership 
For  many,  houe\er,  that  dream  is  slipping  a\\a\'  because 
of  inflation,  high  interest  rates  and  escalating  construc- 
tion costs,  .An  affordable  answer  is  today's  manufac- 
tured home, 

Affordability,  energ\'-efficienc\',  and  quality  construc- 
tion are  only  some  of  the  manufactured  home's  desir- 
able features  and  best  kept  secrets  To  fully  explore  the 
man_\'  xirtues  of  this  aifordable  housing  alternative  we 
innte  vou  to  read  this  booklet. 


This  booklet  has  been  prepared  and  distributed  by  the 
Manufactured  Housing  Institute  (MHIi  Headquartered 
in  the  Washington,  D.C  area,  MHI  is  a  nonprofit  national 
trade  association  whose  membership  is  comprised  of 
manufacturers  and  suppliers  engaged  in  building  and 
servicing  manufactured  homes. 

If  you  v\ish  further  information  about  manufactured 
housing  please  visit  your  local  retailer  or  contact  either 
your  state  manufactured  housing  association  or  the 
.N'anuactured  Housing  Institute,  Public  .Affairs  Depart- 
ment, 1743  Jefferson  Da\is  Huv.,  Arlington,  \'A  22202 


Because  It's 


Affordable 


Built  to  National 
Construction  Standards 


Energj'  Efficient 


Innovative 


Readilv  Financed 


and  Insured 


\j^C^  Easily  Maintained 


<^^  Attractively  Sited 


Quality  Housing  That 
Appreciates  In  Value 
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Affordable 

Currently,  few  er  than  5  percent  of  potential  American 
home  buN'ers  can  qualiK'  for  the  loan  on  today's  new 
average  priced  sile-built  house. 

Vet,  the  majorit>'  of  American  families  can  afford  a  new 
manufactured  home. 

With  e\er-increasing  costs  of  buying  a  new  site-built 
house,  it's  easx-  to  understand  wh\'  so  many  people  are 
turning  to  manufactured  homes  to  fulfill  their  housing 
needs.  With  an  average  price  range  from  510,000  to 
550,000  for  a  completely  furnished  home — including 
carpeting,  draperies,  furniture,  and  all  appliances,  but 
not  land — today  s  manufactured  home  is  now 
accounting  for  one  out  of  evei^' three  new  homes  being 
sold  in  the  United  States. 


^^ 


The  manufactured  housing  industry  is  making  aiford- 
able  housing  available  today;  homes  that  are  built  to  a 
single  national  code  stressing  qualitv  constmction, 
energ\  efficiencv',  and  occupant  safet>'.  Pitiducing  homes 
under  faclon'  controlled  conditions  with  the  latest  in 
efficient  production  techniques,  the  manufactui^d 
housing  industrv  is  able  to  build  year-round  without 
intenuptions  ft'om  weather,  and  with  the  highest  degi-ee 
of  qualir\-  control.  All  of  these  economies  mean  you. 
the  consumer,  can  buv  more  housing  for  less  money! 


Built  to  National 
Construction  Standards 

Since  June  IS,  1976,  all  manufactured  homes  produced 
for  sale  in  the  United  States  are  built  to  the  rigid  con- 
struction, durability',  and  safetA'  requirements  of  the 
Department  ofHousingand  Urban  Development  IHUDI 
standards  for  manufactured  housing  These  standards 
regulate  the  design  and  construction  of  the  home,  the 
frame  and  body  structural  provisions,  as  well  as  the 
installation  and  performance  of  the  heating,  plumbing, 
air-conditioning,  thermal,  and  electrical  systems. 


Affixed  to  the  outside  of  every  home  is  a  red  and  silver 
meted  plate,  known  as  the  HUD  seal,  which  certifies 
that  the  home  was  built  in  compliance  with  the  Federal 
standards.  Also  for  the  consumers'  protection,  a  man- 
ufacturers' compliance  certificate  which  outlines  spe- 
cific design  information  is  posted  inside  the  home 

All  appliances  and  furnishings  are  under  wan^anty  fiom 
their  original  manufacturer  or  supplier,  and  carry  the 
same  terms  as  if  you  purchased  them  from  a  local 
retailer  Ask  your  salesperson  for  the  warranty  that 
comes  in  writing  with  every  home,  and  compare  the 
responsibilities  of  the  manufacturer  and  retailer  who 
will  provide  you  viith  (he  best  home  your  money  can 
buv! 
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Eiiergj^  Efficient 

Toda\ 's  manufactured  home  is  energv'  efficient! 
There  are  two  reasons  for  this  fact  The  first  is  the 
effective  use  of  space  found  in  alJ  manufactured  houses 
The  second  and  most  important  is  that  the  home  is 
constructed  to  the  HUD  Code  which  mandates  thermal 
protection  design  requirements  including  air  infiltra- 
tion calculations,  and  heat  loss  properties  of  the  home 
Total  efficiency  of  space  combined  uith  the  stringent 
energ\-saving  standard  make  this  an  energj-efficient 
homel 

In  addition,  most  manufacturers  offer  optional  energy- 
sa\ing  packages  that  exceed  the  already  steep  mini- 
mum requirements  of  the  Federal  standards.  Dollars 
invested  in  energ\'-saving  features  will  pay  for  them- 
sehes  lime  and  time  again  in  future  fuel-cost  savings 
and  resale  opportunities! 


Inno\^ati\'e 

With  approximately  180  manufacturers  producing 
homes  from  about  410  factoiy  sites  throughout  the 
nation,  the  choices  in  architectural  designs,  floor  plans, 
interior  decors,  and  exterior  finishes  are  xirtuallv  lim- 
itless in  today  s  manufactured  housing  There  are  great 
rooms,  dens,  saunas,  formal  living  rooms,  informal  din- 
ing areas,  and  countPi'  kitchens.  One  can  choose  from 
French  Provincial,  Early  American,  Danish  Modem 
decors:  Cathedral  ceilings,  bay  and  greenhouse  win- 
dows, stucco  siding  and  slate  shingle  roofs.  Just  about 
anMhing  that  s  currentlv  available  in  housing  is  avail- 
able in  a  manufactured  home! 


The  manufactured  home  offers  any  size  familv  the  floor 
plan  and  square  footage  it  wants  and  needs.  The  single- 
section  home,  which  is  the  most  popular  and  econom- 
ical, varies  in  size  from  about  700  to  1,100  square  feet 
of  living  space.  The  multi-section  home  is  usually  two 
or  three  sections,  but  can  be  four  or  more.  These  sec- 
tions are  built  and  then  transported  separately  to  the 
site,  and  there  joined  together  to  make  a  single-family 
residence. 

The  single-section  home  ranges  in  price  from  510,000 
to  525,000  and  the  multi-section  home  usually  costs 
517,500  to  550,000  Customized  manufactured  homes 
can  cost  more  Only  the  pockelbook  and  imagination 
of  the  purchaser  limit  the  endless  possibilities  in  today's 
manufactured  housing 
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and  Insured 


Readily  Financed 

Traditionally,  the  manufactured  home  has  been 
financed  on  a  retail  installment  contract  vwth  even'- 
thing  included  in  the  purchase  price — the  home  with 
all  furnishings,  plus  deliven-,  and  siting.  Again,  land 
costs  are  e,\tra.  The  foundation  system,  landscaping, 
and  exterior  amenities,  such  as  carport,  porch,  and 
steps  can  be  added  to  the  same  contract  as  options 
The  do\\Tipa\Tnent  is  normally  15-20  pecent  Your  choice 
of  financing  can  usually  be  arranged  through  your 
manufactured  home  letailer. 

Other  sources  of  financing  include  banks,  sa\'ings  and 
loan  associations.  \'Our  company  credit  union,  and 
commercial  finance  companies  You  might  also  want 
to  check  to  see  if  you  qualify  for  an  FHA  insured  loan 
or  a  VA  guaranteed  loan-  If  you  live  in  a  rural  area,  you 
might  be  eligible  for  a  Farmers  Home  Administration 
loan. 

If  the  manufactured  home  is  sited  on  your  oun  prop- 
erty, then  a  real  estate  mortgage  can  apply,  but  the 
furniture  will  have  to  be  deleted  from  the  contract  If 
you  still  wish  to  purchase  and  finance  the  furniture 
package,  a  tandem  personal  goods  contract  can  be 
used-  Once  again,  check  with  your  retailer  or  local 
lending  institution  about  the  best  terms  available. 


'S^ 


Insurance  is  required  by  lending  institutions  on  the 
home  itself  and  is  usuaJly  included  in  the  financing 
package-  You  should  also  consider  additional  coverage 
for  liability  and  loss  of  personal  effects  This  service  is 
obtainable  through  your  retailer  and  its  lending  source- 
Remember,  though,  it  is  always  wise  to  shop  and  com- 
pare with  your  own  agent  and  other  insurance  com- 
panies. 
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Easily  Maintained 

Although  no  home  is  maintenance  free,  a  modem 
manufactured  home  affords  its  purchaser  a  residence 
that  is  eas\ — and  inexpensi\e — to  maintain 
There  are  eas\'-care  materials,  like  a  wide  variety  of 
wood  paneling  and  attractne  viml  wall  coverings  used 
throughout  the  interior  of  the  manufactured  home. 
Combine  this  with  a  most  efficient  use  of  space  and 
_\'0u  have  an  easy-to-care-for  interior. 

The  same  is  true  on  the  outside  of  the  home  The 
manufactured  housing  industrv  takes  advantage  of  the 
best  e,xterior  finishes  a\ailable  to  home  builders — 
hardwood  paneling,  cedar  siding,  pre-finished  alumi- 
num horizontal  lap  siding,  and  color  coordinated  \invl 
siding — just  to  mention  a  few 

These  low-maintenance  features  afford  you  the  time  to 
enjoy  your  new  manufactured  home! 


Attractively  Sited 

Manufactured  homes  are  sited  on  either  rental  sites  or 
the  purchasers  oun  land,  with  an  increasing  trend 
toward  subdixision  cooperative  and  even  condomin- 
ium developments  jVIanufactured  home  communities 
are  en\ironmentallv  attractive  and  appealing,  offering 
a  comfortable  and  inciting  lifestv'le  for  all  tjpes  of  fam- 
ilies, young  or  old. 


.As  a  rule,  the  rental  sites  are  in  planned  developments, 
ranging  in  size  from  as  small  as  15  sites  in  the  com- 
munitj'  to  1,000  or  more.  The  price  varies  from  about 
SSO  a  month  for  a  \eiy  minimum  senice  development, 
to  well  over  S300  a  month  for  a  lu.xurious  community' 
offering  many  amenities,  services,  and  a  \'arier\'  of  rec- 
reational facilities.  The  majoritN'  of  developments  have 
a  nionthh  rental  charge  in  the  SSO  to  S150  range. 

Planned  communities  are  often  designed  to  cater  to  a 
specific  kind  of  homeowner — young  families  with  chil- 
dren, adults  only,  or  senior  citizens  Select  the  devel- 
opment that  best  suits  your  particular  lifestyle  and 
needs. 
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When  looking  for  the  community  of  \'Our  choice,  your 
retailer  is  pi-obabh'  the  best  qualified  person  to  ad\ise 
you  on  what  s  available  m  your  area,  Befoi-e  making  a 
decision  be  sure  you  know  the  terms  of  the  lease  in 
addition  to  the  rules  and  regulations  specific  to  that 
conimunit\'. 

The  other  option  for  siting  _\'Our  manufactured  home 
is  to  own  the  land  with  the  home.  Today  this  occurs 
in  foui\\a\'s — subdi\ision,  condominium,  cooperati\'e, 
or  scattered-lot  siting,  T\picallv,  your  purchase  will  be 
through  a  developer  who  will  sell  you  a  land/home 
package. 

If  you  plan  to  site  your  new  manufactured  home  on 
your  own  land,  you  would  purchase  the  home  from  a 
retailer  and  wisely  seek  his  counsel  and  senices,  A 
check  of  the  zoning  ordinances  applicable  to  vour  site 
should  be  the  first  step  on  your  agenda  and  can  be 
done  through  your  local  courthouse  or  cit\'  hall.  Once 
these  stipulations  are  met  and  the  permits  acquired, 
then  site  preparation  can  begin. 

Uhether  the  home  is  to  be  placed  on  leased  land  or 
your  own  lot,  be  sure  vou  have  the  site  selected  and 
signed  for  before  vou  agree  to  purchase  the  new  man- 
ufactured home  ofvour  dreams! 


Quality  Housing  That 
Appreciates  in  Value 

Today's  manufactured  home  is  comparable  to,  and  can 
be  compatible  ulth,  sile-built  housing.  It  is  constructed 
simiiarK'  to  a  site-built  house  utilizing  the  same  build- 
ing materials.  This  gives  the  manufactured  home  the 
same  durabilit\'  capabilities  as  a  house  constructed  on 
site. 
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Whether  the  home  is  in  a  planned  development  where 
the  site  is  rented  or  on  your  own  propeit\',  if  it  is  well- 
located,  properly  maintained,  and  then  sold  on-site,  it 
uill  appreciate  in  value.  A  manufactured  home  that  is 
suitably  sited  on  an  appropriate  foundation  system 
and  well  landscaped  uill  retain  its  \'alue  and  appreci- 
ate in  accordance  with  surrounding  properties  and 
the  escalating  cost  of  housing. 


According  to  a  recent  study  by  a  major  insurance  com- 
pany, manufactured  homes  built  since  1973  appreci- 
ated in  value  from  5  percent  to  27  percent  peryear  on 
a  nationwide  basis. 

A  manufactured  home  can  be  your  affordable  housing 
answer — as  well  as  the  home  ofvour  dreams! 


That's  why 

manufactured 

housing!! 
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The  Manufactured  Housing  Institute  acknowdedges  and 
thanks  Citicorp  Acceptance  Company,  Inc..  headquar- 
tered in  St.  Louis,  Missouri,  for  its  assistance  in  the 
preparation  of  this  booklet 
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SOUTH  BRONX  — CROTONA 
SOUTH  MANUFACTURED 
HOUSING  SUBDIVISION  SITE 
PLAN 


MH  Inner-City  Subdivision  Opens  in 
the  South  Bronx,  New  York 


within  one  block  of  where  Presi- 
dent Carter  in  1977  and  candidate 
Reagan  in  1980  stood  "appalled"  at 
conditions  in  that  ravaged  area  of 
New  York  City  there  will  be  a  90-unit 
manufactured  housing  subdivision.  It 
represents  innovative  new  thinking 
about  affordable  inner-city  housing, 
and,  at  prices  in  the  $50,000  range, 
perhaps  some  calculated  risks. 

The  South  Bronx  Development 
Organization  (SBDO)  will  install  the 
first  two  manufactured  homes  on 
Charlotte  Street  across  from  Crotona 
Park  to  serve  as  models.  The  firm  will 
follow  these  with  eight  more  in  the 
same  block.  If  the  first  ten  homes 
sell— and  Ed  Logue,  SBDO  President, 
is  sure  they  will— the  additional 
eighty  homes  will  be  located  in  a 
10-block  area  to  be  known  as  Crotona 
South 

According  to  Robert  Garcia  (D-NY) 
who  represents  the  Bronx  in  the  U.S. 
Congress  and  who  serves  on  the 
Housing  Committee:  "In  order  for  us 
to  rebuild  the  Bronx  and  increase  the 


well  being  of  our  neighborhoods,  we 
need  to  provide  homeownership  op- 
portunities to  moderate  and  middle  in- 
come hispanic  and  black  families. 
Manufactured  housing  is  an  innova- 
tive way  to  create  this  opportunity." 

"We  believe  manufactured  homes 
are  a  sensible  answer  to  expanded 
homeownership  in  the  South  Bronx," 
says  Logue.  "If  anyone  doubts  that  a 
market  for  middle-income  housing 
exists  here,  I'd  remind  him  that  last 
year  we  sold  250  brick  row  houses  in 
this  area  which  ranged  in  price  from 
$51,000  to  $61,000.  We  actually  had  to 
turn  people  away!" 

Logue  adds  that  these  row  houses 
were  developed  and  sold  under  the 
HUD  235  interest-subsidy  program 
which  meant  that  some  people 
couldn't  qualify  because  their  in- 
comes were  too  high. 

"Now  that  this  housing  subsidy 
program  has  been  eliminated,"  he 
says  "the  lower  initial  cost  of 
manufactured  homes  permits  families 


IVIanufactured 
Homes  Capture 
Over  One-Third  of 
U.S.  Housing 
IVIarket 

Last  year  more  than  one-third  of  all 
new  single-family  homes  sold  in  the 
U.S.  were  built  inside  modern  fac- 
tories and  then  transported  to  the 
home  site. 

In  a  year  when  site-built  home  sales 
dropped  to  their  lowest  level  in  nearly 
two  decades,  sales  of  new  manufac- 
tured homes  held  nearly  even  in  1982. 
Manufacturers  shipped  a  total  of 
238,808  homes  last  year,  a  less  than  1 
percent  decrease  from  the  240,313 
manufactured  homes  sold  during 
1981. 

By  contrast,  some  413,000  new  site- 
built  houses  were  sold  in  1982,  a  5.3 
percent  decline  from  the  previous 
year.  If  you  add  the  site-built  and 
manufactured  housing  sales  totals 
together,  you  get  651,808  new  single- 
family  homes  sold  in  America  last 
year.  Manufactured  homes  accounted 
for  36.6  percent  of  that  total,  or  better 
than  one-third. 

Contributing  to  the  relatively  strong 
manufactured  home  sales  picture  for 
1982  were  two  consecutive  months  of 
heavy  sales  increases.  In  December, 
the  manufactured  housing  industry 
sold  some  16,000  homes  throughout 
the  nation,  a  13  percent  boost  over 
the  same  month  a  year  ago.  During 
November  manufacturers  registered  a 
20  percent  sales  increase  from  the 
identical  month  a  year  ago. 


In  this  issue  of  MHQ 

•  Summary  of  S&L  NEWS  IvIH 
subdivision  article,  P2 

•  VA  Loan  Guarantee  Program  report 
P3 

•  MH  INVESTMENT  OUTLOOK.  P4 

•  Update  of  legal,  legislative  actions  by 
states,  P5 

•  Pictorial  recap  of  Elkhart  Affordable 
Housing  Symposium,  P6 
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the  Brookwood  subdiv 


Grand  Junctic 


MH  Subdivisions  Topic  of  SAVINGS  & 
LOAN  NEWS  Article 


With  all  the  talk  about  "explosive 
growth"  in  manufactured  housing 
subdivisions,  many  of  them  encour- 
aged by  the  Federal  National  Mort- 
gage Association's  (FNf^A)  MH  mort- 
gage loan  purchase  program, 
SAVINGS  &  LOAN  NEWS  wanted  to 
know  if  THIS  would  be  the  year  when 
promise  becomes  reality.  While  no 
conclusions  could  possibly  be 
reached  to  so  complex  a  question,  a 
feature  article  in  the  February  1983 
issue  suggests  that  this  will  be  the 
tjrsi  year  of  many. 

Featured  is  the  110-home  project  at 
Grand  Junction,  Colorado,  for  which 
Shelter  America  Corporation,  a  sub- 
sidiary of  Western  Federal  SSL,  pro- 
vided both  construction  and  perma- 
nent financing.  Similar  projects  are 
opening  this  spring  in  Wyoming, 
Nebraska,  New  Mexico,  Oklahoma, 
and  Texas. 

The  Grand  Junction  homes  are 
multi-section  models  with  1,100  to 
1,800  square  feet,  three  or  four 
bedrooms  and  two  baths,  and  in- 
cluding carport  or  garage.  To  satisfy 
FNMA  "marketability"  requirements, 
they  all. have  shingled  roofs  and 
natural  material  exteriors.  They  are 
bemg  offered  with  FNMA-approved 
30-year  fixed-rate  financing  for 
$54,000  to  $68,000  including  land. 

Mobile  Home  Industries,  a  Florida- 
based  manufactured  home  builder,  is 
discussed  in  the  article  as  providing  a 
blend  of  single-section  and  multi- 
section homes  for  five  new  subdivi- 
sions, including  a  500-unit  project  in 
the  Fort  Myers  area  of  Florida.  Also 
mentioned  is  General  Development 
Corporation  (GDV),  a  City  Investing 
subsidiary,  which  recently  sold  the 
last  of  its  800  manufactured  homes  at 
Fort  Malabar,  Florida.  GDV  is  now 
marketing  a  new  540-home  subdivi- 
sion just  north  of  f>1elbourne,  Fla. 


While  admitting  that  these  few  pro- 
jects hardly  tell  a  complete  story,  the 
article  substantiates  what  Donald  G. 
Shirk,  President  of  Shelter  America,  is 
quoted  as  saying:  "In  1983  1  think 
you'll  see  many  more  manufactured 
housing  subdivisions  starting  up,  and 
from  there  it  will  spread  fast." 

John  Courson,  President  of  Fort 
Wayne  Mortgage  Company,  a  major 
midwestern  mortgage  banking  con- 
cern, added  this  personal  observation: 
"We  see  our  company's  future  tied 
into  the  MH  subdivision  because 
that's  where  the  market  potential  is 
the  greatest." 

However,  the  S&L  NEWS  article 
notes  that  few  savings  institutions 
are  committed  to  manufactured  hous- 
ing at  this  time.  Several  reasons  are 
cited  by  thrift  executives,  including  an 
apparent  reluctance  by  these  institu- 
tions to  become  involved  in  new 
government  procedures.  Most  agree 
this  will  change  gradually,  motivated 
by  the  fact  that  manufactured  homes 
now  account  for  36.6  percent  of  all 
new  single-family  homes  sold  in  this 
country. ..this,  the  article  concludes, 
before  the  impact  of  the  MH  subdivi- 
sion trend  has  even  been  felt! 


Input  Needed  for 
Study  of  MH 
Zoning  Reforms 

Urban  Research  and  Development 
Corporation,  a  Pennsylvania  housing 
consulting  firm,  is  conducting  a  study 
for  HUD'S  Joint  Venture  for  Afford- 
able Housing  and  would  like  relevant 
information  from  readers  of  MHO. 

The  purpose  of  the  study  is  to 
determine  how  state  and/or  local 
government  changes  in  land  use  and 


zoning  policy  have  resulted  in 
manufactured  housing  developments 
"as  one  method  of  increasing  afford- 
able housing  opportunities."  Or, 
where  such  reforms  will  lead  to  new 
homeownership  opportunities  for 
middle-income  families. 

"The  idea,"  says  Martin  C.  Gilchrist, 
Executive  Vice  President  of  URDC,  "is 
to  accumulate  and  summarize 
specific  case  histories  of  cooperation 
between  local  government  officials 
and  developers  or  manufacturers 
which  have  brought  about  regulatory 
changes  more  favorable  to  large-scale 
use  of  HUD-Code  manufactured 
houses,  as  in  condominium  or 
cooperative  projects,  clusters,  parks, 
or  owner-occupied  subdivisions." 

The  firm  is  in  touch  with  state 
governments  and  manufactured  hous- 
ing state  associations,  but  they  really 
want  individual  experience  at  the 
local  level.  And  with  some  50,000 
cities,  towns,  and  counties  as  possi- 
ble sources,  Gilchrist  admits  they 
need  some  voluntary  input. 

"Ideally,  we  would  like  to  hear  from 
communities  where  local  officials, 
presumably  with  citizen  support,  have 
themselves  initiated  new  policies  to 
encourage  large-scale  use  of 
manufactured  housing  to  meet  their 
housing  needs.  Usually,  it's  the  other 
way  around,  the  developer  in  partner- 
ship with  the  manufacturer  having  to 
push  for  updated  policies.. .and 
sometimes  having  to  go  to  court  to 
get  them!" 

Gilchrist  points  out  that  this  is  a 
good  opportunity  for  the  MH  industry 
and  its  supporters  to  contribute  to  a 
document  that  will  help  promote 
favorable  regulations  in  other  areas  of 
the  country  and,  eventually, 
everywhere. 

The  address  of  Urban  Research  and 
Development  Corporation  is  528  North 
New  Street,  Bethlehem,  PA  18018. 
You  can  reach  Marty  Gilchrist  at 
215/865-0701. 


Lanfl  Use  Fnanong  and  Trends  m  Afiorttoble  Housing 

MANUFACTURED  HOUSING 
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VA  Nears  $1 
BILLION  in  MH 
Loan  Guarantees 

Since  the  Veteran's  Administration 
(VA)  manufactured  home  loan  guaran- 
tee program  began  in  1971,  the  VA 
has  approved  62,324  applications 
amounting  to  $963,981,626. 

More  significantly,  reports  George 
Alexander,  Staff  Assistant  for 
Ivlanufactured  Housing  at  VA  head- 
quarters, there  has  been  a  steady  10 
percent  or  more  growth  every  year 
since  1976  when  the  HUD  manufac- 
tured housing  standards  first  went 
into  effect.  In  1982  the  VA  approved 
some  10,000  MH  loan  applications. 

"The  program  has  come  along  just 
the  way  we  wanted  it  to,"  says  Alex- 
ander. "We  haven't  wanted  explosive 
growth,  just  steady  growth  on  a  firm 
foundation,  and  this  is  what  we  have." 

"Explosive  growth" 
inevitable? 

There  are  signals  that  the  pace  may 
be  quickening.  November,  for  exam- 
ple, registered  a  16  percent  increase 
over  November  of  1981  and  December 
was  a  real  shocker— up  42  percent 
from  December  a  year  ago. 

Whether  this  does  amount  to  "ex- 
plosive growth"  won't  be  known  for  a 
while,  says  Alexander,  but  he  points 
to  concurrent  and  comparable  trends 
in  other  Federal  MH  programs. 

"For  one  thing,"  Alexander  points 
out,  "active  involvement  by  the 
Federal  government  gives  new 
credibility  to  manufactured  housing. 
This  combined  with  the  growing  de- 
mand for  affordable  single-family 
homes  probably  means  we're  in  for  a 
busy  time  during  the  next  few  years." 

Middle  Income  families 

Alexander  reports  that  of  the  1,278 
MH  loans  guaranteed  last  September. 
946  were  for  single-section  models 
costing  an  average  of  $18,466  and  332 
were  for  multi-section  models 
averaging  $25,124.  Actual  loan 
amounts  depend  on  down  payments 
and  whether  the  house  is  sited  on 
rented  or  veteran-owned  land,  but 
they  averaged  between  $19,490 
("Home  Only")  and  $26,185  ("Home 
and  Land"  packages). 

Of  special  interest  to  Alexander  is 
the  fact  that  the  average  household 
income  for  these  veterans  was 
$21,540  which  is  very  close  to  the 
national  average  for  all  families.  He 
also  expresses  satisfaction  that  40 
percent  were  30  years  or  younger  in 
age,  and  many  were  in-service 
personnel. 

"It's  evident  from  these  figures  that 
we're  helping  those  younger  families 
who  have  had  no  chance  of  getting 
into  the  stick-built  market." 


Archilecht's  rendering  of  multi-section  manufactured  house  with  basement  being 
installed  In  the  South  Bronx. 

South  Bronx  MH  Subdivision  to  Open 

continued  from  page  1 


with  moderate  incomes  to  afford  them 
without  federal  subsidies."  Peter 
Bray,  SBDO  Project  Manager  for 
Manufactured  Housing,  feels  this 
development  is  unique  in  several 
ways,  most  notably  in  that  it 
"reverses"  the  usual  in-fill  concept. 

"Inner  city  in-fill  usually  means 
sticking  a  few  houses  in  among  a 
greater  number  of  larger,  existing 
structures.  With  the  discontinuation 
of  the  HUD  Section  8  Deep  Rehab' 
program,  most  of  the  4-  and  5-story 
multi-family  apartment  buildings  have 
to  be  demolished.  Only  one,  or  at 
most  two,  apartment  structures  will 
be  left  on  each  block,  so  we're  effec- 
tively changing  the  character  of  the 
neighborhood  to  middle-income 
single-family  homeownership." 

It's  also  important  to  understand. 
Bray  says,  that  Crotona  South  is  now 
abutted  by  "stable"  communities  of 
mixed  character. 

"We're  aiming  to  bridge  the  gap,  to 
bring  this  area  up  to  comparability 
and  extend  residential  stability 
throughout  the  entire  section  of  the 
South  Bronx.  Offering  people  attrac- 
tive manufactured  houses  on  their 
own  land  gives  them  a  sense  of  in- 
volvement...of  being  an  integral  part 
of  their  own  neighborhood.  This 
translates  into  stability." 

The  Inner-city  MH 
subdivision 

The  first  two  houses  are  typical 
multi-section  models— 24  x  48  feet 
overall  providing  1,152  square  feet  of 
living  space.  They  include  three 
bedrooms  .and  one  and  a  half  bath- 
rooms, plus  advanced  kitchen  designs 
and  cathedral  ceilings.  With  land  they 
are  priced  at  about  $50,000,  although 
the  model  with  the  full  basement  will 
be  a  bit  more.  Fixed-rate  30-year  mort- 


gages of  12V2  percent  are  made 
available  through  the  State  of  New 
York  Mortgage  Agency. 

Bray  tells  of  one  unexpected  prob- 
lem that  caused  the  first  manufac- 
tured homes  to  be  priced  higher  than 
desired. 

"We  found  we  had  about  fifteen 
feet  of  rubble  left  after  demolishing 
an  apartment  building.  Rather  than 
haul  it  away,  we  use  what  we  call 
'Dynamic  Compaction.'  A  100-foot 
crane  drops  a  6-ton  cylinder  according 
to  a  grid  pattern  which  compacts  the 
rubble  so  thoroughly  the  footings  and 
foundations  can  be  poured  right  on 
top  of  it.  Doing  this  for  just  a  couple 
houses  proved  expensive,  but  by  the 
time  we  get  going  on  several  lots  at 
once,  the  process  will  cost  less  so 
each  house  can  be  sold  for  less." 

A  public  and  private  sector 
partnership 

SBDO,  aided  by  the  Local  Initiatives 
Support  Corporation,  spearheaded  the 
planning  and  implementation  of  this 
project  and  the  Mid-Bronx  Desper- 
adoes, which  has  carried  on  its  own 
highly-successful  housing  rehabili- 
tation program,  is  co-sponsoring 
Crotona  South.  It  combines  capital 
from  the  State  Division  of  Housing 
and  Community  Renewal,  with  mort- 
gage lending  from  banks  operating  in 
conjunction  with  the  State  of  New 
York  Mortgage  Agency. 

"Manufactured  homes  can  be  an 
answer  in  many  parts  of  the  city." 
says  Logue.  "These  homes,  however, 
have  an  added  importance  for  the 
South  Bronx.  Charlotte  Street  will  be 
transformed  from  a  national  symbol 
of  urban  decay  to  an  exciting  experi- 
ment aimed  at  the  housing  needs  of 
the  inner  city." 
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(na  INVESTMENT  OUTLOOK 

MH  Investment  Experts  See  'Explosive  Growth' 
...with  Certain  Conditions 


In  its  December  3rd  issue,  the  VALUE  LINE  investment 
service  weekly  report  featured  an  overview  of  the 
manufactured  housing  industry's  prospects  as  a  whole 
before  offering  specific  MH  stock  recommendations  (which 
we  cannot  include,  lor  obvious  reasons),  A  few  quotes  speak 
clearly  for  themselves,  and  the  VALUE  LINE  outlook. 

"We  think  manufactured  housing  will  outperform  the 
economy  during  the  year  ahead  and  to  1985-87. "' 

■"The  manufactured  housing  industry  now  ranks  5th  out  of 
93  (industry  categories)  for  the  year  ahead  in  market 
performance. ■■ 

'■We  look  for  explosive  growth  in  manufactured  housing 
over  the  3-to-5-year  period  fueled  in  part  by  the  marriage  of 
real  estaie  know-how  to  manufacturing  expertise" 

Just  a  few  weeks  later,  in  its  December  3ist  year-end 
review  and  forecast  issue,  VALUE  LINE  again  touted  industry 
prospects  m  more  detail. 

"In  fiscal  1983,  we  estimate  that  a  recovering  economy 
and  a  further  moderate  decline  in  home  mortgage  rates  will 
help  boost  manufactured  home  shipments  nationwide  by  10 
to  15%.  Over  the  next  few  years,  we  think  manufactured 
housing  will  be  increasingly  used  in  subdivisions  and  be  sold 
at  the  site  like  conventionally-built  housing.  Home-and-land 
packages  now  account  for  only  about  5  percent  of  total 
shipments.  Three  to  five  years  from  now  we  expect  them  to 
account  for  15  to  20  percent.  The  increasing  popularity  of 
manufactured  homes  could  help  shipments  rise  to  425,000 
annually  by  1985-87." 

Two  conditional  expectations  are  evident  in  VALUE  LINE'S 
otherwise  exuberant  evaluations.  First,  that  there  will  be  a 
"marriage"  between  conventional  and  manufactured  real 
estate  elements  Second,  that  the  home-and-land  package 
concept  does  gain  acceptance  which  is  necessary  before 
manufactured  homes  can  "be  increasingly  used  in 
subdivisions." 

An  "attractive  vehicle"  to  Bob  Curran  of 
tvlem'H,  Lynch 

This  is  perhaps  an  unfortunate  colloquialism  since  the  MH 
industry  is  still  struggling  to  shed  the  "vehicular"  yoke. 
However,  it's  typical  of  investment  jargonese.  along  with 
Curran's  observations  that  today  the  listed  MH  company 
stocks  are  "working  off  a  high  base"  which  suggests  there's 
a  "correction  coming"  after  which  these  stocks  will  suiely 
be  "one  leg  of  the  ultimate  bull  market." 

Translated.. .and  with  due  apologies  for  poking  a  bit  of  fun 
at  one  of  the  investment  world's  most  qualified  housing 
analysts. ..this  means  that  Curran  feels  well-disposed  towards 
the  intermediate  outlook  but  cautions  about  temporary 
setbacks  possible  in  the  next  few  months. 

"Many  of  these  stocks  have  experienced  dramatic  price 
rises  for  several  months,  starting  well  ahead  of  the  general 
market  rise  of  last  August."  he  says.  "This  means  they  may 
be  at  or  close  to  their  near-term  peaks  and  could  drop  back 
somewhat  in  the  next  two  or  three  months  along  with  the 
market  as  a  whole." 

This,  he  adds,  is  a  time  to  hold  onto  MH  stocks  in  the 
portfolio,  but  watch  for  possible  price  retrenchment  before 
making  any  more  commitments,  (Editor's  Note:  This 
cautionary  viewpoint  held  by  Curran  and  many  other  analysts 
applies  to  the  time  this  interview  was  conducted  in  early 
February.  When  you  read  this,  circumstances  may  be  quite 
different.) 

Curran  is  bullish  on  the  housing  industry  as  a  whole  for 
the  next  one  to  three  years,  citing  his  belief  that  the  Federal 
government  i8  now  committed  to  holding  down  interest  rates 


as  long  as  it  takes  to  stimulate  the  economy.  He  sees 
manufactured  housing  riding  along  with  other  elements  of 
the  housing  industry  during  the  coming  cychcal  upswing. 
although  he's  less  willing  to  offer  a  favorable  projection  into 
the  latter  years  of  the  decade. 


"Singular"  as  v^ell  as  "cyclical" 
potential? 

Whether  manufactured  housing  stocks  outperform  the 
market,  as  forecast  by  VALUE  LINE,  depends,  in  Curran's 
opinion,  on  the  industry  itself.  Manufacturers,  he  maintains, 
must  achieve  two  critical  breakthroughs  ...overcoming  the  all- 
too-familiar  "image  "  problem,  and  adapting  to  the  demands 
of  the  marketplace.  These  achievements  are  essential  before 
the  MH  subdivision  becomes  a  widespread  reality.  He  agrees 
that  this  area  represents  the  best  growth  potential  for  the 
industry. 

Curran  draws  a  parallel  with  the  automobile  industry.  In 
trying  to  meet  import  competition,  Detroit  shifted  to  the 
compact  and  then  the  subcompact  only  to  see  the  bulk  of 
the  middle-income  business  still  going  to  Japan.  Only  when 
Detroit  began  shifting  towards  the  intermediate  model  did 
the  American  manufacturers  make  inroads  in  foreign 
competition.  This,  he  claims,  is  because  the  American  car 
buyer  still  prefers  the  space  and  amenities  to  which  he  has 
long  been  accustomed.  The  subcompact  market  remains,  but 
the  greater  potential  tor  domestic  manufacturers,  in  his 
opinion,  lies  in  the  "affordable  family  car"  compromise. 

This  is  why  he  feels  the  conventional  home  builder  errs  in 
downsizing  his  product  to  "subcompact"  size  which  brings 
him  up  against  the  less-expensive  single-section 
manufactured  home,  and  why  he  feels  the  housing 
manufacturer  has  the  opportunity  to  capitalize  on  the 
inherent  American  desire  for  an  "intermediate"  compromise, 
the  "affordable  family  home." 

Only  if  this  happens,  he  adds,  can  manufactured  housing 
establish  its  own  singular  growth  pattern  rather  than  just  tag 
along  on  the  next  cyclical  upswing. 

"The  consumer  will  not  come  to  the  door  of  the 
manufacturer  and  insist  that  he  build  a  larger  and  better 
product."  Curran  cautions   "The  consumer  takes  what's  out 
there,  so  it's  up  to  the  manufacturer  to  anticipate  and 
adapt." 


Typical  single-section 
subdivision  setting. 


ifactured  home  in  landscaped 
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Montana  Court  Ruling 
Highlights  'Comparability 
of  UBC  and  HUD  Codes 

The  D.s.r.ct  Court  of  ButteSMver  Bow  Coun'y   Montana 
recently  ruled  that  manufactured  homes  built  to  HUD 
ManC  actured  Home  Construction  and  Safety  Standards 
(MHCSS)  must  be  allowed  m  any  single-family  residential 
area  within  that  county.  „„ 

The  case  was  brought  by  Harry  and  Lillian  Mariz  in  19/a^ 
chanenging  an  attempt  by  local  officials  to  stop  them  from 
smng  the"r  home  in  a  neighborhood  zoned  for  residential 

"^County  zoning  officials  claimed  that  manufactured  homes 
buHUo  Title  VI  HUD  standards  are  inferior  to  conventionally 
constructed  homes  allowed  in  residentiallyzoned  areas  and 
built  to  the  uniform  Building  Code  (UBC) 

The  District  Court  ruled  without  trial  in  1981  that  the 
county  zoning  ordinance  was  unconstitutional  because  ,t  did 
not  provide  adequate  space  for  manufactured  homes  and 

'"°Tl;e%r  fyC^aled  the  decision  to  the  Montana  Sup^e- 
Court  on  the  grounds  that  the  HUD  code  was  '"'er'°' >°  "^^ 
UBC  code  and  manufactured  homes,  therefore.  P°sed  a 
mlaMo  public  health  and  sa^e.y^The  S-P'^'-^^  ^ou^  sen 
the  case  back  to  the  District  Court  requestng  a  trial  of  tacts, 
and  a  comparison  of  the  HUD  and  UBC  codes 

BaseS  on  expert  testimony,  the  Country  District  Court 
n,r^^T.,l  pariier  decision  Judge  Arnold  Olson  ruled  that 
;re  e  Too  d  s  -r^n^'rren'H  Jd  and  UBC  codes  in  terms 
TpJ>o  health  and  safety;  therefore.  '^3""^,=='^'«'1^°^" 
bum  to  the  HUD  code  may  not  be  excluded  from  residential 

"The  «un°y  has  90  days  to  appeal  again  to  the  Supreme 
Court  The  defendants,  along  with  the  fvtontana 
Manufactured  Housing  Association,  may  request  a  Supreme 
Court  fulng  on  the  case  which  would  strengthen  other  court 
decisions  throughout  the  county  and  affect  similar  zoning 
issues  statewide 

What  other  states  are  saying  about 
manufactured  housing 

l/er/nonf-"Municipaiities  cannot  distinguish  in  their 
zoning  ordinances  between  housing  based  on  memods  ot 
cons'mction  .Permits  must  be  issued  for  all  single-family 
mobiie,  modular,  or  prefabricated  housing  in  any  zoning 
district  that  allows  single-family  conventional  S'te^bu'it 
dwellings  if  they  meet  the  same  land-use  criteria  as  the  site- 
built  dwelling." 

m*ar>a-''Ordinances  may  subiect  f««"'"9  ""''%\"'' '°'' 
10  Identical  standards  and  requirements  "''s"'^' °' ;°" '"^i 
dwelling  unit  is  a  manufactured  home  or  some  other  type  of 
dwelling  unit." 

Ca/itornia- "A  city  or  county  shall  not  prohibit  the 
installation  ol  HUD-code  constructed  mobile  homes  on 
foundation  systems  on  lots  zoned  for  single-family 
dwellings," 

Kansas-"Ne.lner  the  Board  of  County  Commissioners  nor 
the  Planning  Board  ol  any  county  shalL.regulate  the 
occupancy  or  location  ol  dwelling  units  in  such  a  way  as  to 
affec?  the  arbitrary  exclusion  of  manufactured  housing 

MmnesoM-"No  reoulation  may  prohibit  manufactured 
homes.,  thai  comply  with  all  other  zoning  ordinances 
promulgated  pursuant  to  this  section. 

Nebraska-"-. M  least  one  such  district  in  the  ';nunicipal,ty 
shall  include  both  land  zones  tor  mobile  home  subdivisions 
and  individually-owned  lots  in  such  mobile  home 
subdivisions." 

Florida-'    In  no  case  may  such  local  requirements  arid 
regutatfons  have  the  effect  of  precludng  'riobile  homes,  from 
being  installed  as  permanent  residences,  and  they  shall  be 
treated  by  local  governments  in  the  same  manner  as 
conventionally  constructed  dwellings. 


New  Hampshire-"...the  partial  or  total  exclusion  o 
manufactured  houses  in  communities  is  based  on  outrnoded 
perceptions  as  to  the  safety  and  quality  of  manufactured 
housihQ.  and  aesthetic  factors  Manufactured  housing,  when 
built  in  conformance  with  national  codes,  is  almost        ^ 
indistinguishable  from  conventional,  site-buill  housing. 

And  now  New  Jersey,  based  on  Supreme  Court  decisions 
of  January  201h,  1983- "As  the  cost  ol  ordinary  housing 
skyrockets  for  purchasers  and  renters,  mobile  homes 
become  increasingly  important  as  a  source  of  low  cost 
housing  Therefore,  subject  to  the  qualifications  noted 
hereafter  we  rule  that  municipalities...musl  provide  zoning 
fo,  low-cost  mobile  homes  as  an  affirmative  device  in  their 
zoning  ordinances." 


Builders,  Developers 
Attend  Manufactured 
Housing  Show 

in  addition  to  retailers  from  39  states  and  12.000  P^^''^    ,^ 
attendees  nearly  500  "conventional"  builders  and  developers 
rom  ac^ss^e'nation  showed  up  to  vew  more  man  2^ 
models  on  display  at  the  Kenlucky  Fair  &  E  P°f '"'°" '?f"'^'- 

The  Chairman  of  MHI's  National  Manufactured  Housing 
Show  Commitiee.  Jim  Miller,  President  ol  Brigadier 
rndustries  explained:  "The  only  way  to  make  housing 
L,ro,dable  for  the  average  American  family  is  to  utMize  the 
efficient  factory  home-building  technology  we  already 
nn^sess  "  said  Miller  "Thafs  why  so  many  site  builders  are 
'beg  nning   o  work  with  manufactured  ^^o-^  bujlders  who  can 
pfovide  them  with  the  products  they  ""  =«":  ^i'^ '^^'r 
collaboration  we  can  solve  the  nations  housing  cns.s. 


A  view  of  some  of  the  thousands  ol  allendees  to  MHI's  471h 
National  Manufactured  Housing  Show  held  recently  in 
Louisville,  Kenlucky. 
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Housing  and  Urban 
Development 

National  Affordable 
Housing  Demonstration 
Project  Draws  Large  Crowd 

More  than  350  government  officials,  lending  executives. 
planners,  and  representatives  from  all  sectors  of  the  housing 
industry  converged  on  Elkhart.  Indiana  early  In  November  to 
explore  tne  vast  potential  of  manufactured  housing  for 
solving  America's  housing  crisis. 

"The  New  American  Neighborhood.'"  a  model 
manufactured  housing  community  designated  an  Affordable 
Housing  Demonstration  Project  by  the  Department  of 
Housing  and  Urban  Development  (HUD),  highlighted  the  two- 
day  symposium  initiated  by  Elkhart  County  and  the  National 
Association  of  Counties  (NACo). 

The  demonstration  project  encompassed  two  mini- 
subdivisions  of  manufactured  homes  and  one  site  where 
manufactured  homes  were  installed  among  site-built  homes. 
One  of  the  two  MH  subdivisions  featured  multi-section 
models  while  tne  other  featured  some  of  the  latest  single- 
section  models  All  were  installed  on  permanent  foundations. 
attractively  landscaped,  and  many  featured  add-on  garages, 
carports,  and  even  "breezeways"  which  were  constructed  by 
a  local  builder  who  helped  develop  the  subdivisions. 

According  to  Elkhart  County  Planning  Director  Dennis 
Harney  who  headed  the  Demonstration  Project  and 
Symposium,  the  manufactured  homes  will  be  sold  with  land. 
as  real  estate   Harney  said  that  local  banks  have  agreed  to 
provide  long-term  mortgage  financing. 

HUD  Under  Secretary  Donald  I.  Hovde.  the  keynote 
speaker  at  the  symposium,  said;  "f^flanufactured  housing 
functions  like  real  estate,  looks  like  real  estate,  holds  its 
investment  value  like  real  estate,  because  it  is  real  estate. 
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•"This  symposium  is  to  wake  up  America  that  you  can  put 
a  manufactured  house  next  to  a  stick-built  house  and  you 
would  not  know  the  difference."  Hovde  said. 

Indiana  Congressman  John  Hiler,  another  symposium 
speaker,  said  that  manufactured  horries  would  play  a  "vital 
role  in  providing  affordable  housing  for  America." 

MHI  President  Jerry  C.  Connors  noted  that  "discriminatory 
zoning  continues  to  represent  a  serious  barrier  to  ttte  healthy 
growth  of  the  manufactured  housing  industry."  He  called  for 
a  national  reappraisal  of  housing  policy  to  allow  for  greater 
MH  use. 

Other  speakers  at  the  symposium  included  Indiana  U. 
Governor  John  Mutz.  California  Housing  Director  I,  Donald 
Terner.  and  Dr  Thomas  E.  Nutt-Powell  of  the  Harvard-MIT 
Joint  Center  for  Urban  Studies, 


Stillwater,  Oklahoma,  announces  its  own 
Affordable  Housing  Demonstration 
Project 

If  the  Elkhart  County  Demonstration  Project  was  the  first 
of  12  HUD-sponsored  sites  planned  throughout  the  nation, 
Stillwater.  Oklahoma  is  determined  to  be  second   The 
manufactured  Housing  Association  of  Oklahoma  (MHAO) 
announced  jointly  with  HUD  and  the  City  of  Stillwater  an 
innovative  20-acre  MH  subdivision  targeted  to  open  this 
June. 

Initially,  15  single-section  homes  will  be  placed  on 
standard-sized  lots  in  a  typical  subdivision  setting.  The 
ultimate  size  of  the  project  will  be  85  to  90  homes,  a  mix  of 
manufactured,  modular,  and  conventional  site-built  designs. 

For  more  information,  call  Hal  Bassett,  Executive  Director 
of  MHAO  at  (405)  521-8470. 
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[From  the  Houston  Chronicle  Oct.  25,  1982] 

Lack  of  Zoning  Rules  Gives  Lift  to  Houston  Home  Builders 

Builders  here  are  putting  up  more  houses  than  they  have  in  prior  years— despite 
a  rising  unemployment  rate,  a  downturn  in  the  energy  sector  and,  until  recently, 
high  interest  rates  which  put  homes  out  of  reach  for  many. 

Housing  starts  in  Houston  were  strong  during  the  first  quarter  of  this  year  and 
posted  a  record  during  the  second  quarter.  The  figures  for  the  third  quarter,  re- 
leased last  week,  were  the  best  third  quarter  in  five  years. 

The  nation's  housing  industry  is  depressed,  yet  Houston  this  year  will  lead  the 
nation  in  housing  sales  and  starts  for  the  eighth  consecutive  year.  In  fact,  some  ana- 
lysts say  more  homes  will  be  completed  and  sold  in  Houston  this  year  than  ever 
bGforc. 

Why  has  Houston  led  the  nation  in  starts  for  nearly  a  decade,  with  single-family 
homes  selling  nearly  as  fast  as  builders  complete  them,  even  in  a  depressed  econo- 
my? 

The  answer,  say  industry  researchers  and  analysts,  is  relatively  simple:  Houston 
doesn't  have  major  zoning  restrictions. 

"This  has  permitted  builders  to  match  home  affordability  with  consumer  needs 
and  preferences,"  said  Warren  Dold,  market  research  coordinator  for  the  Friends- 
wood  Development  Co. 

The  lack  of  such  ordinances  restricting  residential  development  may  be  responsi- 
ble for  the  strong  housing  market  in  Houston,  according  to  research  compiled  by 
Frendswood,  a  subsidiary  of  Exxon  Company  U.S.A.  and  a  major  residential  and 
commercial  land  developer  here. 

The  firm's  researchers  compared  data  on  housing  sales  and  construction  starts  in 
major  metropolitan  areas  across  the  nation  and  concluded  that,  in  part,  Houston's 
lack  of  zoning  has  enabled  builders  and  developers  to  respond  rapidly  to  changing 
market  conditions  with  homes  that  are  "affordable,  practical  and  stylish." 

For  example,  the  friendswood  researchers  discovered  that  the  standard  metropoli- 
tan statistical  area  of  Los  Angeles— an  area  with  12  million  people  that  includes 
Long  Beach,  Riverside  and  Anaheim— isn't  producing  half  the  housing  activity  that 
Houston  is.  .      ,, 

"We  asked  ourselves  why  Houston  was  booming  in  single-family  construction,  ex- 
plained Dold.  "We  came  to  the  conclusion  that  the  lack  of  zoning  here  was  responsi- 
ble in  part."  . 

The  analysis  showed  that  Houston  builders  and  developers,  unencumbered  with 
highly  restrictive  residential  zoning  ordinances,  have  been  able  to  react  to  changes 
in  the  home-buyer  market  quicker  than  those  in  most  other  cities  because  of  the 
flexibility  provided  by  Houston's  free  market  system.  All  of  the  largest  25  SMSAs 
are  zoned  except  Houston. 

In  other  words,  Houston  developers  can  begin  building  a  different  type  of  home- 
whatever  the  market  demands— almost  immediately,  while  their  counterparts  in 
cities  with  zoning  have  to  overcome  obstacles.  _ 

"If  there  is  a  way  to  compensate  for  that  higher  mortgage  cost  by  producing  a 
lower  cost  house,  the  way  you  do  that  is  by  producing  smaller  homes  on  smaller 
lots— in  other  words,  downsizing,"  said  Dold.  "The  home  builders  and  developing 
community  of  Houston  reacted  to  higher  interest  rates  by  building  and  developing 
affordable  homes  almost  immediately,  but  the  builders  in  cities  with  zoning  couldn  t 

Subdivisions  in  the  city  have  deed  restrictions,  said  a  Friendswood  official,  but  the 
restrictions  usually  provide  leeway  on  the  size  of  a  home  and  are  not  as  restrictive 
as  zoning  ordinances.  Deed  restrictions  are  different  for  each  subdivision. 

According  to  Jack  Byrd,  vice  president  of  Friendswood's  residential  division, 
zoning  in  most  cases  is  a  roadblock  to  marketing  an  affordable  house. 

"The  time  required  to  affect  those  changes  is  what  the  problem  is,"  said  Mike 
Brady,  Friendswood's  business  planning  manager.  "It's  not  that  developers  and 
home  builders  in  other  parts  of  the  country  haven't  identified  those  problems  and 
aren't  trying  to  work  at  it.  It's  just  that  they  can't  work  as  quickly  and  as  effective- 
ly as  the  builders  and  developers  in  Houston  can."  .  . 

The  minimum  time  to  obtain  approval  for  a  variance  in  many  zoned  communities 
(Southern  California,  for  example)  is  about  three  years. 

This  means  that  it  may  be  as  much  as  five  years  before  a  new  product  can  be 
designed,  approved  and  made  available  for  sale. 

By  that  time  the  market  may  well  have  changed  again,  with  the  seller  incurring 
added  costs  as  a  result  of  this  delay.  Byrd  continued.  This  makes  it  practically  im- 
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possible  for  other  cities  and  regions  to  respond  to  rapidly  changing  economic  con- 
straints. 

One  of  the  problems  facing  developers  wanting  to  downsize  homes  in  cities  where 
zoning  laws  are  in  effect  is  that  the  developers  are  asking  people  who  currently 
have  homes  to  change  the  rules  for  others. 

"Historically,  they  feel  threatened,"  he  said.  "They  think  someone  will  build  a 
smaller  home  next  to  theirs  and  make  their  property  worth  less." 

The  Friedswood  hypothesis  strikes  a  responsive  chord  in  the  home  building  indus- 
try here,  with  many  industry  leaders  citing  Houston's  lack  of  zoning  as  a  prime 
reason  for  the  home  building  boom. 

"Take  Dallas,  for  example,  a  city  that  has  zoning,"  said  George  H.  Matters,  presi- 
dent of  U.S.  Home  Corp.,  the  nation's  largest  on-site  home  constructor.  "All  of  the 
suburbs  also  have  zoning  which  restricts  the  size  of  a  home  to  (a  minimum  of)  1,400 
square  feet." 

During  the  recession.  Matters  continued,  individuals  couldn't  afford  to  pay  the 
high  price  tag  of  such  a  large  home. 

"Builders  knew  they  had  to  offer  smaller  homes,  but  they  couldn't  because  of  the 
zoning  restriction  limiting  a  home  to  1,400  square  feet,"  he  said. 

Builders  here  could  respond  immediately  to  the  market,  Matters  said,  and  home 
sales  went  through  the  roof. 

The  1,400  square  foot  home  requirement  in  Dallas  means  that  the  home  must  be 
built  on  minimum  60-foot-wide  lots,  said  Brady. 

"This  means  that  $80,000  to  $85,000  is  the  price  of  most  of  the  available  homes  in 
the  area,  which  effectively  squeezes  most  first-time  buyers  out  of  the  marketplace," 
he  said. 

For  example,  the  buyer  who  pays  14  V2  percent  fixed  interest  on  a  30-year  mort- 
gage will  pay  $12.25  per  month  per  $1,000  borrowed,  exclusive  of  taxes,  insurance, 
utilities — or  about  $1,200  a  month  on  a  $75,000  note,  Brady  said. 

Assuming  a  lender  requirement  of  a  maximum  30  percent  of  monthly  income  for 
mortgage  payments,  the  homeowner  would  have  to  have  a  combined  household 
income  of  $48,000  per  year  to  qualify  for  the  same  $75,000  note. 

"This  is  especially  difficult  for  the  first-time  buyer  who  has  no  equity  to  use  for  a 
down  payment,"  he  continued,  "and  even  more  difficult  for  a  young  couple  25  to  32 
years  old  to  earn  a  combined  income  of  $48,000." 

In  Houston,  the  median  housing  cost  for  the  first  six  months  of  1982  was  $73,000. 
In  fact,  about  two-thirds  of  all  new  single-family  homes  in  the  city  sold  for  less  than 
$85,000  during  this  same  period,  Friendswood  research  shows. 

One  reason  for  the  lower  prices  was  smaller  homes — not  abodes  where  builders 
skimped  on  amenities,  but  units  where  rooms  were  smaller. 

"The  free-market  significance  becomes  more  obvious  when  there  is  a  general 
downturn  and  people  search  for  ways  to  sell  homes,"  explained  Brady.  "That  is 
when  the  builders  and  developers  who  are  most  responsive  to  changing  market 
trends  increase  their  market  share." 

The  single-family  housing  boom  hasn't  gone  bust,  although  the  market  for  luxury 
high-rise  condominiums  in  Houston  has  turned  extremely  soft.  In  addition,  the  city's 
office  space  market  is  overbuilt  in  most  sections  of  town,  and,  until  recently,  apart- 
ment construction  here  was  falling  short  of  previous  years. 

"Housing  is  in  transition  because  of  increasing  costs  of  home  ownership,  changing 
household  formation  and  changing  consumer  perception  of  housing  as  an  invest- 
ment," said  Dold.  "Builders  here  have  responded  accordingly,  and  accordingly  we 
see  that  home  sales  haven't  declined  but  increased." 

Senator  Tower.  Thank  you,  Mr.  Ehrle.  We'll  next  hear  from  Mr. 
Robert  Dillon,  the  vice  president — I  beg  your  pardon — Mr.  Donald 
Hogan,  representing  the  American  Institute  of  Architects. 

Mr.  Hogan. 

DONALD  J.  HOGAN,  REPRESENTING  AMERICAN  INSTITUTE  OF 
ARCHITECTS,  SILVER  SPRING,  MD. 

Mr.  Hogan.  Thank  you  very  much,  Mr.  Chairman.  Mr.  Tower 
and  Mr.  Riegle,  my  name  is  Don  Hogan.  I  am  a  practicing  architect 
and  a  partner  in  the  architectural  planning  firm  of  Collins  &  Kron- 
stadt-Leahy,  Hogan,  Collins,  Draper,  from  Silver  Spring,  Md.  The 
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vast  majority  of  my  firm's  work  over  the  past  25  years  has  been  in 
the  field  of  housing. 

I  present  these  remarks  today  on  behalf  of  the  American  Insti- 
tute of  Architects,  which  is  the  national  organization  for  the  archi- 
tectural profession. 

Accompanying  me  today  is  Mr.  Albert  Eisenberg,  who  is  the  di- 
rector of  government  affairs  for  the  institute. 

The  AIA  thanks  you  for  holding  this  hearing  and  for  the  oppor- 
tunity for  us  to  provide  our  viewpoints  on  housing  costs. 

In  the  context  of  today's  hearing,  of  course,  we  are  just  coming 
out  of  the  aftermath,  we  think,  of  one  of  the  worst  housing  reces- 
sions in  recent  memory.  And  I  don't  think  that  we  really  have  to 
expand,  too  much  on  the  statistics  that  go  into  what  that  has 
meant.  But,  basically,  even  though  January's  figures  show  that 
housing  is  up  96  percent  over  a  year  ago,  we  still  think  that  there's 
a  long  way  to  go  and  time  will  tell. 

We  do  think  that  unless  care  is  taken  in  the  development  of 
public  policies  and,  in  particular,  economic  policies,  that  we  may 
get  back  on  that  rollercoaster  again  of  up  and  down,  as  pent-up 
demand  for  housing  is  loosed  on  the  market. 

There  are  some  ways  that  we  think  that  housing  costs  can  be  re- 
duced and  that  cost  effectiveness  of  the  Federal  response  to  hous- 
ing needs  can  be  improved. 

ECONOMIC  RECOVERY  THROUGH  LOWER  INTEREST  RATES 

First  of  all,  we  think  that  economic  recovery  through  lower  inter- 
est rates  is  very  important.  But  we  cannot  have  a  sustained  recov- 
ery unless  monetary  and  fiscal  policies  are  consistent  and  balanced. 
They  must  work  in  concert.  And  by  that  we  mean  that  we  would 
like  to  see  a  further  reduction  in  interest  rates  by  the  Federal  Re- 
serve. And,  on  the  other  hand,  we  would  like  to  see  the  projected 
budget  deficit  of  close  to  $200  billion  reduced. 

We  feel  that  that  reduction  probably  cannot  be  made  at  the  ex- 
pense of  housing,  since  housing  has  already  taken  the  biggest 
single  cut  of  any  category  on  the  budget. 

The  easing  of  those  regulatory  burdens,  which  are  duplicative 
and  unnecessary,  are  very  crucial  to  the  reduction  of  housing  costs. 
Regulation  entails  delay  and  delays  cost  money. 

Now  many  delays  are  not  Federal  delays.  Many  of  them  are  re- 
lated to  local  and  State  considerations.  But  I  think  that  there  are 
ways  in  which  the  Federal  Government  can  help  that  and  I'll  refer 
to  those  later  on. 

In  the  chart  I've  brought  along,  on  my  right,  we  show  the  cost 
components  that  go  into  the  make-up  of  a  single-family  residence. 
The  biggest  one,  in  red,  of  course,  is  materials.  And  the  second,  in 
the  olive  color,  is  the  cost  of  land. 

I  think  that  land,  just  to  take  that  for  an  example,  has  gone  up 
perhaps  more  dramatically  than  most  other  costs.  And  there  are 
lots  of  things  that  we  can  do  to  help  there.  We  should  encourage 
higher  density  along  transportation  routes  and  along  routes  where 
sewer  and  water  and  other  infrastructure  are  already  installed. 
And  we  should  encourage  zoning  codes  that  adopt  new  and  innova- 
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tive  techniques  to  get  higher  density,  such  as  cluster  housing,  zero 
lot  lines,  and  mixed  use  development. 

ENCOURAGE  STATEWIDE  BUILDING  CODES 

In  many  States,  as  one  of  the  previous  witnesses  has  remarked, 
there  are  many  different  codes  that  are  being  used.  And  we  fmd 
that  this  oftentimes  leads  to  confusion.  We  applaud  the  efforts  of 
States  like  Virginia  and  New  Jersey,  which  have  adopted  statewide 
building  codes.  We,  on  the  other  hand,  and  just  as  an  aside,  don't 
recommend  a  national  building  code  for  the  entire  country.  But  we 
do  encourage  States  to  adopt  building  codes. 

Housing  rehabilitation,  we  think,  poses  a  very  special  regulatory 
problem  that  adds  to  the  burden  of  cost.  The  State  of  Massachu- 
setts, however,  has  adopted  provisions  for  a  flexible  code.  And  they 
estimate  that,  based  on  this  code,  housing  costs  for  rehabilitation 
can  be  reduced  by  up  to  5  percent. 

What  can  the  Government  do  to  help?  First  of  all,  we  think  that 
the  Federal  Government  can  influence  Federal,  State,  and  local 
regulations  by  setting  a  good  example  and  by  encouraging  perform- 
ance-type standards  rather  than  prescriptive  standards. 

Second,  the  Federal  Government  can  take  a  leadership  role  in 
educating  and  encouraging  local  and  State  officials  to  establish  uni- 
form regulations. 

One  area  that  I  have  personal  involvement  in  is  the  National 
Bureau  of  Standards  fire  safety  evaluation  system  for  hospitals  and 
nursing  homes.  We  recently  designed  some  prototype  housing  for 
retarded  citizens  and  we  were  working  with  our  local  fire  marshal 
who  was  familiar  with  this  system  being  worked  on  by  the  Nation- 
al Bureau  of  Standards.  It  helped  to  make  our  job  a  whole  lot 
easier  and  I  think,  in  the  long  run,  saved  a  lot  of  money  on  the  cost 
of  the  job.  So  we  applaud  that  effort. 

We  think  that  the  Federal  Government,  and  only  the  Federal 
Government,  can  disseminate  information  on  housing  costs  to  the 
States.  And,  of  course,  the  Federal  Government  can  encourage  and 
sponsor  research  into  housing  costs  and  ways  to  lower  them.  Some 
of  this  work  has  been  going  on  at  HUD.  HUD  has  adopted  an  af- 
fordable housing  program  which  is  operating  in  19  States  to  help 
streamline  the  regulatory  process. 

And  in  one  demonstration  project  in  California,  they  found  that 
housing  costs  were  lowered  by  reducing  the  regulatory  process  and 
also  by  increasing  density  anywhere  from  10  to  20  percent  of  the 
basic  cost  of  the  housing. 

Supply  is  another  very  definite  consideration  when  you  talk 
about  housing.  We're  not  beginning  to  meet  the  needs  of  the 
people.  Some  groups,  such  as  the  elderly,  the  poor,  rural  residents, 
must  depend  on  strong  Federal  support  for  housing  production  and 
rehabilitation  because  the  private  sector  simply  isn't  able  to  meet 
the  needs  in  this  area. 

As  section  8  is  phased  out  and  vouchers  come  in,  we  don't  see 
that  the  vouchers  will  help  the  question  of  supply.  They  will  cer- 
tainly help  the  question  of  affordability,  but  not  supply. 
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RECOMMENDATIONS 


;So,  in  conclusion,  we  at  AIA  have  two  recommendations.  The 
first  in  which  both  the  House  and  Senate  Banking  Committees  de- 
serve great  credit,  are  multifamily  rental  rehabilitation  and  con- 
struction programs  aimed  at  the  problems  of  housing  supply  and 
housing  quality. 

While  neither  program  was  enacted,  we  understand  that  these 
proposals  will  most  likely  be  reported  by  the  Banking  Committees 
once  again.  Both  committees'  proposals  incorporate  important  con- 
cepts which  should  guide  federal  rental  production  programs  in  the 
future. 

However,  in  reviewing  the  two  measures,  the  AID  feels  that  the 
House  Banking  Committee  version,  which  is  modeled  on  the  suc- 
cessful UDAG  program,  offers  the  best  program  framework.  This 
program  provides  funds  that  more  nearly  approach  the  need  and 
permits  greater  flexibility  in  the  local  use  of  funds  for  new  con- 
struction projects. 

And  finally,  the  AIA  also  wishes  to  state  its  opposition  to  certain 
administration  recommendations  for  the  community  development 
block  grant  program.  In  short,  they  make  little  sense  and  will  cer- 
tainly do  nothing  to  advance  the  cause  of  better  housing  in  this 
country.  The  first  proposal,  to  expand  the  CDBG  program  to  in- 
clude housing  construction,  would  not  add  any  new  units,  but 
would  simply  substitute  new  construction  for  rehabilitation.  The 
second  recommendation  would  blend  the  CDBG  program  with  reve- 
nue sharing  with  the  combined  grant  to  be  administered  by  the 
Treasury  Department.  The  result  would  be  a  formless,  direction- 
less, mega-grant,  in  which  the  specific  purposes  of  CDBG  would  be 
diluted  and  then  overwhelmed.  Placement  of  the  mega-grant  in  the 
Treasury  Department,  rather  than  HUD,  reveals  its  antihousing 
bias. 

Thank  you  very  much,  Mr.  Chairman.  If  there  are  any  questions, 
I'd  be  glad  to  answer  them. 

[Complete  statement  of  Mr.  Hogan  follows:] 
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A  STATEMENT  BY  •    . 

DONALD  J.  HOGAN,  AlA 
on  behalf  of 
THE  AMERICAN  INSTITUTE  OF  ARCHITECTS 

Mr.  Chairman,  and  members  of  the  Subcommittee,  my  name  is  Donald 
J.  Hogan ,  AIA.  I  am  a  practicing  architect  from  Potomac, 
Maryland,  and  a  member  of  the  firm  of  Collins  &  Kronstadt-Leahy , 
Hogan,  Collins,  Draper  in  Silver  Spring,  Maryland.  The  vast 
majority  of  my  firm's  work  is  in  the  housing  area,  with  special 
attention  given  to  the  impact  and  development  of  housing  market 
policies  in  the  United  States. 

I  present  these  remarks  on  behalf  of  the  American  Institute  of 
Architects,   the  national   association  which  represents  the 
architectural  profession.   Accompanying  me  today  are  David  Olan 
Meeker  Jr.  ,  FAIA,  Executive  Vice-President  of  the  AIA,  and  Albert 
C.  Eisenberg,  Director  of  Government  Affairs. 

The  AIA  thanks  you  for  holding  this  hearing,  and  for  the 
opportunity  you  have  provided  us  to  offer  our  views  on  housing 
costs.   We  applaud  your  efforts  and  those  of  the  Subcommittee  and 
its  staff  to  make  housing  more  affordable  and  to  improve  the 
cost-effectiveness   of   federal   programs   and   regulations, 
particularly^ during  this  time  of  severe  budget  limitations. 

By  way  of  personal  background,  I  would  like  to  note  that  I  have 
helped  design  over  150,000  housing  units  across  the  country, 
including  single  and  multi-family  dwellings.   In  1979  and  1980,  I 
was  an  advisor  on  HUD's  "Building  Value  into  Housing  Grant 
Program"  and  its  "Residential  Building  Technology  Innovations 
Program."   I  presented  the  AIA's  testimony  on  housing  costs  to  the 
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President's  Commission  on  Housing  in  1981,  and  I  am  also  a  former 
chairman  of  the  AIA's  housing  committee,  which  was  established 
before  World  War  II,  and  which  develops  the  Institute's  policies 
on  housing. 

If  the  subcommittee  would  approve,  I  would  like  to  make  a  brief 
statement,  and  then  submit  for  the  hearing  record  a  more  detailed 
discussion  of  ways  to  improve  housing  regulations  in  orc^er  to 
reduce  housing  costs. 

Today's  hearing  occurs  in  the  context  of  one  of  the  worst  housing 
depressions  ever.   In  the  past  year,  production  fell  more  than  50 
percent  behind  the  need,  and  unemployment  among  construction 
workers  reached  above  20  percent.   While  it  appears  that  this 
depression  has  bottomed  out,  with  housing  starts  for  January  1983 
96  percent  ahead  of  a  year  ago,  the  road  back  will  be  long  and 
filled  with  obstacles.   Mortgage  interest  rates  have  come  down 
dramatically  since  1981,  but  remain  at  historically  high  levels  of 
12%  to  13  percent.   Housing  prices  have  also  leveled  off,  and  have 
even  declined  a  bit  as  purchases  all  but  dried  up  during  1982. 
However,  prices  are  still  too  high  for  the  overwhelming  number  of 
American  families.   The  median  new  house  price  in  January  1983 
moved  up  to  $75,500.   As  interest  rates  and  high  prices  have 
squeezed  out  millions  from  the  housing  market,  the  general 
recession  and  intolerably  high  unemployment  have  driven  off 
millions  more  who  would  have  entered  the  market  under  better 
economic  conditions.   Yet  the  underlying  demand  and  need  for 
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housing  are  great  and  will  grow.   Unless  care  is  taken  in  the 
development  of  public  policies,  particularly  economic  policies, 
the  stage  will  be  set  for  another  ruinous  roller  coaster  ride  for 
the  housing  industry,  as  pent-up  demand  is  let  loose  on  a  market 
that  has  fallen  way  behind  in  its  ability  to  provide  affordable 
housing . 

Let  me  suggest  several  ways  to  reduce  housing  costs  and  to  improve 
the  cost  effectiveness  of  the  federal  response  to  housing  needs. 

Economic  recovery  through  lower  interest  rates  is  of  course 
paramount,  but  we  cannot  assure  a  sustained  recovery  unless 
monetary  and  fiscal  policies  are  more  consistent  and  balanced. 
The  two  must  work  in  concert.   The  Federal  Reserve  should  ease 
monetary  restrictions  still  further  to  bring  down  interest  rates. 
As  lower  interest  rates  have  their  desired  economic  effect,  the 
federal  budget  deficit  must  be  brought  down  from  their  $200 
billion  annual  level  to  make  sure  that  federal  borrowing  does  not 
overwhelm  private  borrowing  needs,  choking  off  the  recovery  at  its 
birth.   And  in  lowering  these  deficits,  housing  should  no  longer 
be  expected  to  absorb  any  further  cutbacks,  having  already 
suffered  the  largest  cuts  of  any  single  domestic  program  area. 

The  easing  of  regulatory  burdens  is  absolutely  crucial  to  the 
reduction  of  housing  costs.   Regulation  entails  delay  and  delay 
costs  money.   This  committee  and  the  Administration  deserve  credit 
for  focusing  attention  on  this  important  policy  area.   Although  it 


156 


is  difficult  to  estimate  how  various  government  regulation  adds  to 

the  cost  of  a  house,  we  know  it  does  impose  costs  because  it 

impinges  on  every  stage  of  the  development  and  construction 
process. 

In  the  chart  1  have  brought  along,  I  have  shown  the  cost 
components  of  a  new  single  family  home.   I  think  that  reductions 
in  regulations  can  affect  almost  all  these  components.   I  have 
also  brought  some  architectural  drawings  indicating  that  cost 
control  need  have  no  effect  on  housing  quality  or  attractiveness 
of  design. 

Let's  take  land  for  example.   Included  in  land  costs  are  not  just 
the  cost  of  the  raw  land,  but  also  the  cost  of  site  clearance  and 
preparation  and  the  services  necessary  to  make  the  land  usable.  To 
lower  land  costs,  we  should  eliminate  overlapping  environmental 
impact  studies.   We  should  encourage  higher  density  along 
transportation  routes  and  where  existing  sewer  and  water  services 
are  already  available.   Zoning  codes  should  incorporate  the  latest 
planning  concepts  to  allow  cluster  housing,  mixed-use  development, 
and  zero  lot  line  development,  all  of  which  use  less  land  and 
allow  shorter  utility  runs. 

In  many  states,  conflicting  codes  from  locality  to  locality,  and 
even  within   communities,  have  caused  confusion  and  added 
unnecessary  steps  to  the  construction  process.   Fire  marshals,  for 
instance,  use  the  National  Fire  Protection  Association  standards 


157 


in  their  fire  and  safety  inspections,  even  though  their  localities 
may  have  adopted  a  building  code  developed  by  one  of  the  model 
code  organization.   This  conflict  requires  the  architect  to 
compare  the  codes  and  then  apply  the  most  stringent  standards 
where  differences  exist.   State-wide  or  regional  building  codes 
can  significantly  reduce  the  confusion  and  delay,  and  thus  can 
lower  costs.   New  Jersey  and  Virginia  are  two  states  which  have 
adopted  state-wide  building  codes  with  good  results. 

Housing  rehabilitation  often  poses  special  regulatory  problems. 
In  most  jurisdictions,  those  undertaking  rehabilitation  find 
themselves  faced  with  the  dilemma  of  how  to  upgrade  existing 
structures  to  comply  with  building  codes  that  are  primarily 
designed  for  new  buildings.   Full  compliance  usually  means 
prohibitive  costs.    Thus  the  developer  must  appeal  those 
provisions  of  the  code  which  he  cannot  meet,  a  process  that  is 
time  consuming  and  expensive  as  well.   The  state  of  Massachusetts, 
which  has  remedied  its  problem  by  establishing  flexible  code 
provisions,  estimates  that  this  type  of  code  conflict  can  add  five 
percent  to  the  cost  of  a  house. 

Conflicting  regulations  are  not  the  only  source  of  delays. 
Inertia  and  unnecessary  paperwork  requirements  are  common 
problems.   Government  departments  with  jurisdiction  over  the 
construction  process  should  try  to  facilitate,  rather  than  hamper, 
desired  construction.   Continuous  process  reviews  and  evaluations 
to  locate  the  sources  of  delay  must  be  essential  management 
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functions  of  these  departments.   A  promising  activity  to  reduce 
delay  is  underway  by  the  National  Conference  of  States  on  Building 
Codes  and  Standards  with  their  efforts  to  develop  a  model 
streamlined  permit  process  for  residential  structures. 


The  federal  government  can  influence  state  and  local  regulation  by 
setting  an  example.   It  can  put  its  own  regulatory  house  in  order 
and  has  made  some  important  progress  in  doing  so.   With  respect  to 
its  construction  regulations,  it  can  put  forth  performance  rather 
than  prescriptive  standards.   Regulations  should  be  more  concerned 
with  assuring  a  desired  outcome  rather  than  prescribing  the 
specific  means  for  attaining  it.   This  would  permit  more 
flexibility  in  applying  latest  technology  and  construction 
methods,  saving  time  and  money.   It  would  also  encourage  greater 
innovation  among  those  in  the  building  industry. 

The  federal  government  can  take  a  leadership  role  in  educating  and 
encouraging  local  and  state  officials  to  establish  uniform 
regulations.   One  example  is  the  National  Bureau  of  Standards  Fire 
Safety  Evaluation  System  for  hospitals  and  nursing  homes.   NBS  has 
set  up  this  system  so  that  a  uniform  level  of  fire  safety  can  be 
obtained  by  a  variety  of  methods,  rather  than  through  compliance 
with  a  prescriptive  code. 

Dissemination  of  federal  studies  on  housing  costs  is  another  way 
for  the  federal  government  to  have  an  effect  on  state  and  local 


159 


regulation.   Excellent  studies  exist  such  as  the  HUD  Task  Force  on 
Housing  Costs  of  1978,  the  HUD  National  Conference  on  Housing 
Costs  of  1979,  and  the  report  "Reducing  the  Development  Cost  of 
Housing:  Actions  for  State  and  Local  Governments."   The  Report  of 
the   President's  Commission  on  Housing  also  provides  many 
worthwhile  recommendations  on  streamlining  regulations.   The  AIA 
and  other  organizations  can  provide  assistance  with  publication  or 
dissemination  of  this  information  to  their  members,  in  cooperation 
with  HUD  or  other  agencies. 

Of  course,  research  into  housing  costs,  and  ways  to  lower  them, 
must  continue  on  the  federal  level,  and  this  subcommittee  can 
ensure  that  HUD's  Policy  Development  and  Research  Office  pays 
appropriate  attention  to  this  subject. 

HUD's  "Affordable  Housing  Program"  which  operates  in  nineteen 
localities,  brings  developers  and  local  officials  together  to  find 
ways  to  streamline  the  regulatory  process.   Preliminary  findings 
indicate  that  on  a  house  originally  costing  in  the  $40,000-50,000 
range,  $5,000-10,000  in  savings  can  be  realized  due  to  the  kinds 
of  activities  featured  in  the  program.  This  subcommittee  should 
take  steps  to  ensure  that  HUD  completes  this  demonstration  program 
to  see  if  the  preliminary  findings  hold  up  over  time,  and  to 
broaden  the  study  to  include  in-fill  and  rehabilitation  housing  in 
urban  areas . 
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No  discussion  of  housing  costs  is  complete  without  considering  the 
subject  of  housing  supply.   Here  I  would  like  to  relate  my  remarks 
most  directly  to  housing  authorization  legislation.   Adequacy  of 
supply  is  closely  linked  to  prices  and  rent  levels  in  any  given 
market.   It  is  clear  that  housing  preservation  and  new  production 
are  sorely  needed.   Estimates  of  annual  additional  housing  need 
range  from  about  2  million  to  2.5  million  units.   Many  forecasters 
project  that  the  annual  shortfall  during  the  1980 's  will  average 
1.25-1.5  million  units,   even  with  economic  recovery.   The 
multi-family  housing  sector  will  suffer  a  shortfall  of  more  than 
300,000  units  a  year,  through  the  decade,  according  to  figures 
developed  in  HUD  in  1980,  and  this  estimate  assumes  a  level  of 
150,000  units  a  year  of  federally-subsidized  housing.   In  addition 
to  lack  of  housing  production,  the  nation  suffers  losses  of  about 
600,000  units  from  the  stock  for  various  reasons,  including 
abandonment,  deterioration,  fire,  and  demolition.   HDD's  own 
recommendations  to  0MB  for  FY  1984  acknowledge  supply  problems  in 
some  housing  markets.   Some  groups,  such  as  rural  residents, 
renters,  and  the  poor,  must  depend  upon  strong  federal  support  for 
housing  production  and  rehabilitation,  because  the  private  sector 
has  not  shown  an  ability  to  meet  their  needs  unaided.   While  the 
Section  8  program  has  since  1975  constituted  a  large  portion  of 
federally-assisted  construction,  it  is  clear  that  the  program's 
enormous   costs  have  made   it   inappropriate   to  maintain. 
Unfortunately,  no  new  construction  program  has  been  enacted  to 
replace  Section  8. 
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In  comparison  to  prior  program  levels  and  to  the  need,  the 
Administration  housing  program  for  FY  1984  virtually  abandons  any 
interest  in  federally-assisted  new  construction  and  substantial 
rehabilitation.   The  Section  8  and  public  housing  construction 
program  should  terminate  under  the  Administration's  proposals  to 
be  replaced  by  a  program  of  existing  housing  "vouchers."   At  the 
same  time,  the  Administration  would  cancel  funding  for  almost 
68,000  Section  8  and  public  housing  units  already  planned  for 
construciton.   This  cancellation  will  offset  any  funds  the 
Administration  wants  to  allocate  for  other  housing  production  and 
rehabilitation.   Vouchers  or  existing  housing  assistance  address 
only  af fordability  problems,  not  those  of  supply. 

Both  House  and  Senate  Banking  Committees  deserve  great  credit  for 
approving  last  year  multi-family  rental  rehabilitation  and 
construction  programs  aimed  at  the  problems  of  housing  supply  and 
housing  quality.   While  neither  program  was  enacted,  we  understand 
that  these  proposals  will  most  likely  be  reported  by  the  Banking 
Committees  once  again. 

Both  Committees'  proposals  incorporate  important  concepts  that 
should  guide  federal  rental  production  programs  in  the  future. 
These  concepts  include  the  separation  of  production  subsidies  from 
rental'  subsidies,  flexibility  in  local  and  state  use  of  funds, 
close  involvement  of  the  private  sector  in  the  proposed  programs, 
short-term  federal  obligations,  opportunity  for  recapture  of  the 
production  subsidies,  and  development  of  mixed- income  housing. 
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However,  in  reviewing  the  two  measures,  the  AlA  feels  that  the 
House  Banking  Committee  version,   which  is  modeled  on  the 
successful  UDAG  program,  offers  the  best  program  framework.   This 
program  provides  funds  that  more  nearly  approach  the  need,  and 
permits  greater  flexibility  in  the  local  use  of  funds  for  new 
construction  projects. 

The  AIA  also  wishes  to  state  its  opposition  to  certain 
Administration  recommendations  for  the  Community  Development  Block 
Grant  (CDBG)  program.   In  short,  they  make  little  sense,  and  will 
certainly  do  nothing  to  advance  the  cause  of  better  housing  or 
neighborhood  conditions  in  this  country.   The  first  proposal,  to 
expand  the  CDBG  program  to  include  housing  construction  would  not 
add  any  new  units,  but  would  simply  substitute  new  construction 
for  rehabilitation.   The  second  recommendation  would  blend  the 
CDBG  program  with  revenue  sharing,  with  the  combined  grant  to  be 
administered  by  the  Treasury  Department.   The  result  would  be  a 
formless,  directionless  mega-grant  in  which  the  specific  purposes 
of  CDBG  would  be  diluted  and  then  overwhelmed.   Placement  of  the 
mega-grant  in  the  Treasury  Department,  rather  than  HUD,  reveals 
its  anti-housing  bias. 

Mr.  Chairman,  this  concludes  my  testimony.   1  would  be  happy  to 
answer   any   questions   you   or  other  Senators  may  have. 
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Senator  Tower.  Thank  you,  Mr.  Hogan.  Our  next  witness  is  Mr. 
Robert  Dillon,  the  vice  president  of  the  National  Institute  of  Build- 
ing Sciences. 

Mr.  Dillon. 

ROBERT  M.  DILLON,  VICE  PRESIDENT,  NATIONAL  INSTITUTE  OF 
BUILDING  SCIENCES,  WASHINGTON,  D.C. 

Mr.  Dillon.  Mr.  Chairman,  Senator  Riegle,  I'm  also  an  architect. 
The  National  Institute  of  Building  Sciences  is  a  private,  nonprofit 
corporation  that  was  authorized  by  the  Congress  in  1974.  And  in 
the  words  of  that  legislation,  the  Institute  is  charged  with  making 
findings  and  advising  both  the  public  and  private  sectors  of  the 
economy  with  respect  to  the  use  of  building  science  and  technology 
in  achieving  acceptable  criteria,  standards,  and  other  technical  pro- 
visions for  use  in  Federal,  State,  and  local  housing  and  building 
regulations. 

In  essence,  the  mission  of  the  Institute  is  to  bring  about  a  more 
rational  housing,  building  and  land  development  regulatory  envi- 
ronment throughout  the  United  States. 

Given  the  fact  that  the  HUD-FHA  minimum  property  standards 
have  been  and  are  such  a  major  factor  in  the  housing  regulatory 
environment  in  the  United  States,  and  given  the  fact  that  the  Insti- 
tute played  such  a  major  role  in  the  move  to  phase  out  the  MPS,  it 
seems  particulary  appropriate  that  we  be  here  today  to  address  the 
future  course  of  events  regarding  the  MPS. 

And  let  me  begin  this  statement  by  saying  that  the  Institute  has 
the  highest  regard  for  the  role  both  the  Federal  Housing  Adminis- 
tration and  the  MPS  have  played  in  enabling  the  United  States  to 
become  perhaps  the  best  housed  nation  in  the  world. 

Therefore,  what  the  Institute  has  recommended  and  what  I  say 
here  today  is  in  no  way  intended  to  detract  from  that  record  of 
achievement. 

However,  conditions  do  change. 

On  April  15,  1981,  in  a  report  entitled  "Federal  Regulations  Im- 
pacting Housing  and  Land  Development:  Recommendations  for 
Change,"  the  Institute  recommended  that: 

INSTITUTE  RECOMMENDATIONS 

"HUD  should  initiate  a  comprehensive  and  rational  process  to 
phase  out  the  MPS  for  HUD-insured  housing  and  rely  on  the  na- 
tionally recognized  model  codes,  and  on  State  and/or  local  authori- 
ties that  have  adopted  such  codes  or  that  have  their  equivalent,  to 
regulate  the  health  and  safety  aspects  of  such  housing,  and  on  free 
market  forces  to  establish  acceptable  performance  levels  for  livabil- 
ity  and  marketability  of  such  housing.  HUD  should  propose  a  spe- 
cific program  and  time  schedule  for  achieving  these  objectives.  As  a 
first  step  in  this  process,  HUD  should  release  its  pending  1980  one- 
and  two-family  MPS,  which  represent  a  reduction  and  simplifica- 
tion of  requirements." 

The  Institute  then  suggested  "one  way  in  which  such  a  compre- 
hensive process  might  be  implemented,"  and  I  have  attached  the 
full  text  of  this  recommendation  and  supporting  information. 
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It  is  interesting  to  note  that  recommendations  of  a  similar 
nature  were  made  by  the  President's  Task  Force  on  Regulatory 
Relief  and  the  President's  Commission  on  Housing,  both  of  which 
were  aware  of  and  had  been  briefed  on  the  Institute's  regulatory 
studies. 

The  underlying  reason  for  the  Institute's  recommendation  was 
the  desire  to  strengthen  the  cause  of  regulatory  harmonization; 
that  is,  to  do  all  possible  to  reduce  the  needless  and  debilitating 
overlap,  duplication,  and  conflict  in  housing,  building,  and  land  de- 
velopment regulation  at  the  Federal,  State,  and  local  levels  of  gov- 
ernment. 

Something  has  to  give  if  rationality  is  to  be  introduced  into  the 
current  chaos  that  is  today's  housing  and  building  regulatory  envi- 
ronment. Traditionally  and  constitutionally,  the  police  powers  have 
rested  with  the  States,  and  the  regulation  of  housing  and  building 
have  been  viewed  as  an  exercise  of  the  police  power. 

To  be  sure,  the  interstate  commerce  clause  has  been  brought  into 
play  as  a  rationale  for  regulating  certain  products  moving  in  inter- 
state commerce,  including  the  mobile  home;  however,  the  prevail- 
ing opinion  has  been,  and  continues  to  be,  to  support  State  and/or 
local  over  Federal  regulation  of  housing  and  building. 

If  this  is  a  fair  assessment  of  the  national  will,  then  it  seems  logi- 
cal that  the  MPS,  as  a  form  of  Federal  regulation,  give  way  to 
State  and  local  regulation.  However,  the  simple  supplanting  of  one 
for  the  other  would  not  be  a  satisfactory  solution.  The  cause  of  reg- 
ulatory harmonization  will  not  be  served  by  giving  up  the  unifying 
effect  of  the  MPS  for  a  return  to  reliance  on  the  estimated  14,000 
to  25,000  separate,  local  regulatory  jurisdictions.  This  is  why  the 
Institute  also  has  recommended  support  of  the  nation's  voluntary 
standards  system  and  the  nationally  recognized  model  code  system. 

If  the  States,  and  local  units  of  government  that  have  been 
granted  regulatory  powers  by  the  States,  will  adopt  one  of  the  na- 
tionally recognized  model  codes,  including  the  model  One-  and  Two- 
Family  Dwelling  Code  that  has  been  adopted  by  reference  in  the 
three  most  prominent  of  these  codes,  a  great  deal  could  be  accom- 
plished toward  the  goal  of  harmonization  of  regulatory  require- 
ments. 

Then,  if  even  more  effective  bridges  can  be  fashioned  between 
the  model  codes  and  the  voluntary  standards  system,  additional  im- 
provements can  be  realized  in  the  total  system.  It  then  would 
remain  to  strengthen  the  voluntary  standards  and  model  code  sys- 
tems themselves. 

And  it  is  in  this  latter  effort  that  the  Institute  sees  a  continuing 
role  for  the  Federal  Government,  and  in  the  specific  case  of  hous- 
ing, for  the  Federal  Housing  Administration,  Veterans'  Adminis- 
tration, and  Farmers  Home  Administration. 

The  Institute  has  recommended  Federal  support  of,  participation 
in,  and  reliance  on,  the  voluntary  standards  system,  and  this  seems 
to  be  coming  to  pass  with  the  issuance  of  the  revised  0MB  Circular 
A-119.  The  Institute  has  also  recommended  that  FHA  participate 
in,  and  rely  on,  the  model  code  system. 

Specifically,  it  has  recommended  that  FHA  participate  in  the 
Council  of  American  Building  Officials  code  change  process  which 
is  intended  to  upgrade  and  maintain  the  CABO  One-  and  Two- 
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Family  Dwelling  Code,  and  then  support  the  code  by  recognizing  it 
for  the  protection  of  health  and  safety  and  adopting  it  by  reference 
as  the  basis  for  determining  the  adequacy  of  State  and  local  codes 
and  for  use  in  areas  where  no  code  has  been  duly  adopted. 

In  a  similar  vein,  the  Institute  recommended  that  HUD  recog- 
nize any  of  the  nationally  recognized  model  building  codes  for  the 
protection  of  health  and  safety  in  HUD-insured  multi-family  hous- 
ing. 

Insofar  as  livability  and  marketability  features  are  concerned, 
the  Institute  recommended  that  HUD,  in  cooperation  with  the  pri- 
vate sector,  develop  consumer-oriented  guide  criteria  and,  begin- 
ning with  one-  and  two-family  housing,  conduct  a  3-year  experi- 
ment with  the  assistance  of  the  mortgage  finance  industry  that  will 
allow  voluntary  use  of  the  criteria  to  determine  the  extent  to 
which  free  market  forces  can  be  relied  upon  to  protect  FHA's  in- 
surance risk  and  to  provide  quality  acceptable  to  consumers. 

The  Institute's  recommendation  recognized  that  HUD  had  al- 
ready taken  certain  actions  to  reduce  and  simplify  the  MPS  for 
one-  and  two-family  dwellings,  and  as  noted,  HUD  subsequently 
issue  the  1980  One-  and  Two-Family  MPS.  Beyond  that,  HUD  has 
not  followed  the  Institute's  recommendation  to  the  letter;  this  the 
Institute  did  not  expect.  However,  the  recommendation  called  upon 
HUD  to  propose  a  specific  program  and  time  schedule,  and  this  it 
has  done.  Also,  it  has  been  participating  in  the  CABO  One-  and 
Two-Family  Dwelling  Code  code  change  process.  And  now,  it  has 
published  proposed  revisions  to  the  MPS  for  Multi-Family  Housing. 
However,  although  the  phasing-out  process  is  moving  along  at  a 
good  pace,  to  our  knowledge,  HUD  has  not  yet  begun  the  develop- 
ment of  guide  criteria  for  the  livability  and  marketability  aspects 
of  housing  performance. 

The  Institute  would  like  to  clarify  several  points  and  suggest  a 
caution  or  two.  First,  the  Institute  addressed  only  HUD-insured 
housing,  not  subsidized  housing.  Therefore,  we  are  not  prepared  to 
comment  on  any  extension  of  the  phasing  out  effort  into  subsidized 
housing,  where  the  consumer  has  a  lesser  opportunity  to  exercise 
freedom  of  choice. 

The  Institute  did  not  employ  the  term  "durability"  as  distinct 
from  "health  and  safety"  or  "livability  and  marketability."  It  is 
our  view  that  durability  is  a  parameter  in  both  of  these  critical  as- 
pects of  housing. 

Finally,  as  has  been  alluded  to,  the  Institute  definitely  would  not 
favor  any  move  to  phase  out  the  MPS  in  favor  of  State  and/or  local 
codes  per  se.  Such  a  move  would  be  counter  to  the  ultimate  objec- 
tive of  achieving  greater  harmonization  of  regulatory  require- 
ments. 

Indeed,  it  was  recognition  of  the  fact  that  FHA  has  been  so  suc- 
cessful in  stimulating  private  sector  responses  to  market  demands 
and  that  voluntary  standards  and  model  code  organizations  have 
been  as  successful  as  they  have  been  in  creating  an  improved  scien- 
tific and  technical  base  for  housing  regulation,  that  led  the  Insti- 
tute to  recommend  that  FHA  use  its  demonstrated  leadership  to 
encourage  the  voluntary  standards  and  model  codes  movement 
rather  than  simply  step  aside. 
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It  must  be  recognized  that  this  goal  cannot  be  achieved  over- 
night. 

In  conclusion,  then,  it  would  be  our  hope  and  recommendation 
that  the  phasing-out  operation  continue  apace,  but  that  neither  the 
consumer's  interests,  the  Government's  financial  risks,  nor  the  ulti- 
mate objective  of  a  more  healthy  regulatory  environment  be  lost 
sight  of.  The  Institute  stands  ready  to  help  in  any  way  it  can. 

Thank  you,  Mr.  Chairman. 

[Complete  statement  of  Mr.  Dillon  follows:] 
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STATEMENT  BY 

ROBERT  M.  DILLON,  AIA,  M.ASCE 
VICE  PRESIDENT 

NATIONAL  INSTITUTE  OF  BUILDING  SCIENCES 

Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  is  Robert  M. 
Dillon.  I  am  an  architect  and  Vice  President  of  the  National  Institute 
of  Building  Sciences.  The  Institute  is  a  private,  nonprofit  corporation 
authorized  by  the  Congress  in  1974  (Section  809  of  Public  Law  93-383) 
and  charged  with  making  findings  and  advising  both  the  public  and  private 
sectors  of  the  economy  with  respect  to  the  use  of  building  science  and 
technology  in  achieving  nationally  acceptable  criteria,  standards,  and 
other  technical  provisions  for  use  in  Federal,  State,  and  local  housing 
and  building  regulations.  In  essence,  the  mission  of  the  Institute  is  to 
bring  about  a  more  rational  housing,  building  and  land  development  regula- 
tory environment  throughout  the  United  States. 

Given  the  fact  that  the  HUD-FHA  Minimum  Property  Standards  (MPS)  have 
been  and  are  such  a  major  factor  in  the  housing  regulatory  environment  in 
the  United  States,  and  given  the  fact  that  the  Institute  played  such  a  major 
role  in  the  move  to  phase-out  the  MPS,  it  seems  particularly  appropriate  that 
we  be  here  today  to  address  the  future  course  of  events  regarding  the  MPS. 

Let  me  begin  this  statement  by  saying  that  the  Institute  has  the  highest 
regard  for  the  role  the  Federal  Housing  Administration  and  the  MPS  have  played 
in  enabling  the  United  States  to  become  perhaps  the  best  housed  nation  in 
the  world.  Therefore,  what  the  Institute  has  recommended  and  what  I  say 
here  today  is  in  no  way  intended  to  detract  from  that  record  of  achievement. 
However,  conditions  do  change. 

In  an  April  15,  1981,  report  entitled.  Federal  Regulations  Impacting 
Housing  and  Land  Development:  Recommendations  for  Change,  the  Institute 
stated: 


168 


"HUD  should  initiate  a  comprehensive  and  rational  process  to 
phase  out  the  MPS  for  HUD-insured  housing,  and  rely  on  the 
nationally  recognized  model  codes,  and  on  State  and/or  local 
authorities  that  have  adopted  such  codes  or  that  have  their 
equivalent,  to  regulate  the  health  and  safety  aspects  of  such 
housing,  and  on  free  market  forces  to  establish'  acceptable 
performance  levels  for  livability  and  marketability  of  such 
housing.  HUD  should  propose  a  specific  program  and  time 
schedule  for  achieving  these  objectives.  As  a  first  step  in 
this  process,  HUD  should  release  its  pending  1980  One-  and 
Two-Family  MPS,  which  represent  a  reduction  and  simplification 
of  requirements. " 
The  Institute  then  suggested,  "one  way  in  which  such  a  comprehensive 

process  might  be  implemented — '" 

It  is  interesting  to  note  that  recommendations  similar  to  those  of  the 
Institute  were  made  by  the  President's  Task  Force  on  Regulatory  Relief  and 
the  President's  Commission  on  Housing,  both  of  which  were  aware  of,  and  had 
been  briefed  on,  the  Institute's  regulatory  studies. 

The  underlying  reason  for  the  Institute's  recommendation  was  the  desire 
to  strengthen  the  cause  of  regulatory  harmonization — i.e.,  to  do  all  possible 
to  reduce  the  needless  and  debilitating  overlap,  duplication,  and  conflict  in 
housing,  building,  and  land  development  regulation  at  the  Federal,  State,  and 
local  levels  of  government.  Something  has  to  give  if  rationality  is  to  be 
introduced  into  the  current  chaos  that  is  today's  housing  and  building  regula- 
tory environment.  Traditionally  and  constitutionally,  the  police  powers  have 
rested  with  the  States,  and  the  regulation  of  housing  and  building  have  been 


y    The  full  text  of  the  recommendation  and  supporting  information  is  attached. 
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viewed  as  an  exercise  of  the  police  power.  To  be  sure,  the  interstate 
commerce  clause  has  been  brought  into  play  as  a  rationale  for  regulating 
certain  products  moving  in  interstate  commerce,  including  the  mobile  home; 
however,  the  prevailing  opinion  has  been  and  continues  to  be  to  support 
State  and/or  local  over  Federal  regulation  of  housing  and  building.  If 
this  is  a  fair  assessment  of  the  national  will,  then  it  seems  logical 
that  the  MPS,  as  a  form  of  Federal  regulation,  give  way  to  State  and  local 
regulation.  However,  the  simple  supplanting  of  one  for  the  other  would 
not  be  a  satisfactory  solution.  The  cause  of  regulatory  harmonization 
will  not  be  served  by  giving  up  the  unifying  effort  of  the  MPS  for  a  return 
to  reliance  on  the  estimated  14,000  to  25,000  separate,  local  regulatory 
jurisdictions.  This  is  why  the  Institute  also  has  recommended  support  of 
the  nation's  voluntary  standards  system  and  the  nationally  recognized 
model  code  system. 

If  the  States,  and  local  units  of  government  that  have  been  granted 
regulatory  powers  by  the  States,  will  adopt  one  of  the  nationally  recognized 
model  codes,  including  the  model  One-  and  Two-Family  Dwelling  Code  that  has 
been  adopted  by  reference  in  the  three  most  prominent  of  these  codes,  a 
great  deal  could  be  accomplished  toward  the  goal  of  harmonization  of  regula- 
tory requirements.  Then,  if  even  more  effective  bridges  can  be  fashioned 
between  the  model  codes  and  the  voluntary  standards  system,  additional  improve- 
ments can  be  realized  in  the  total  system.  It  then  would  remain  to  strengthen 
the  voluntary  standards  and  model  code  systems  themselves.  And  it  is  in 
this  latter  effort  that  the  Institute  sees  a  continuing  role  for  the  Federal 
Government,  and  in  the  specific  case  of  housing,  for  the  Federal  Housing 
Administration,  Veterans  Administration,  and  Farmers  Home  Administration. 
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The  Institute  has  recommended  Federal  support  of,  participation  in, 
and  reliance  on,  the  voluntary  standards  system,  and  this  seems  to  be 
coming  to  pass  with  the  issuance  of  the  revised  0MB  Circular  A-119.  The 
Institute  also  has  recommended  that  FHA  participate  in,  and  rely  on,  the 
model  code  system.  Specifically,  it  has  recommended  that  FHA  participate 
in  the  Council  of  American  Building  Officials  code  change  process  which  is 
intended  to  upgrade  and  maintain  the  CABO  One-  and  Two-Family  Dwelling  Code, 
and  then  support  that  code  by  recognizing  it  for  the  protection  of  health 
and  safety  and  adopting  it  by  reference  as  the  basis  for  determining  the 
adequacy  of  State  and  local  codes  and  for  use  in  areas  where  no  code  has 
been  duly  adopted.  In  a  similar  vein,  the  Institute  recommended  that  HUD 
recognize  any  of  the  nationally  recognized  model  building  codes  for  the 
protection  of  health  and  safety  in  HUD-insured  multi-family  housing. 

Insofar  as  livability  and  marketability  features  are  concerned,  the 
Institute  recommended  that  HUD  in  cooperation  with  the  private  sector, 
develop  consumer  oriented  guide  criteria  and,  beginning  with  one-  and  two- 
family  housing,  conduct  a  three-year  experiment  with  the  assistance  of  the 
mortgage  finance  industry  that  will  allow  voluntary  use  of  the  criteria  to 
determine  the  extent  to  which  free  market  forces  can  be  relied  upon  to  pro- 
tect FHA's  insurance  risk  and  to  provide  quality  acceptable  to  consumers. 

The  Institute's  recommendation  recognized  that  HUD  had  already  taken 
certain  actions  to  reduce  and  simplify  the  MPS  for  one-  and  two-family 
dwellings.  However,  beyond  that,  HUD  has  not  followed  the  Institute's 
recommendation  to  the  letter;  this,  the  Institute  did  not  expect.  The 
reconmendations  called  upon  HUD  to  propose  a  specific  program  and  time 
schedule,  and  this  it  has  done.  As  noted,  it  issued  the  1980  One-  and  Two- 
Family  MPS.  It  has  been  participating  in  the  CABO  One-  and  Two-Family 
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Dwelling  Code  code  change  process.  And,  now,  it  has  published  proposed 
revisions  to  the  MPS  for  Multi-Family  Housing.  And,  although  the  phasing- 
out  process  is  moving  along  at  a  good  pace,  to  our  knowledge,  HUD  has  not 
yet  begun  the  development  of  guide  criteria  for  the  livability  and  market- 
ability aspects  of  housing  performance. 

The  Institute  would  like  to  clarify  several  points  and  suggest  a  caution 
or  two.  First,  the  Institute  addressed  only  HDD-insured  housing,  not  sub- 
sized  housing.  Therefore,  we  are  not  prepared  to  comment  on  any  extension 
of  the  phasing  out  effort  into  other  than  insured  housing,  where  the  consumer 
has  a  much  greater  opportunity  to  exercise  freedom  of  choice. 

The  Institute  did  not  employ  the  term  durability  as  distinct  from  "health 
and  safety"  or  "livability  and  marketability."  It  is  our  view  that  durability 
is  a  parameter  in  both  of  these  critical  aspects  of  housing. 

Finally,  as  has  been  alluded  to,  the  Institute  definitely  would  not  favor 
any  move  to  phase  out  the  MPS  in  favor  of  State  and/or  local  codes  per  se. 
Such  a  move  would  be  counter  to  the  ultimate  objective  of  achieving  greater 
harmonization  of  regulatory  requirements.  Indeed,  it  was  recognition  of  the 
fact  that  FHA  has  been  so  successful  in  stimulating  private  sector  responses 
to  market  demands  and  that  voluntary  standards  and  model  code  organizations 
have  been  so  successful  as  they  have  been  in  creating  an  improved  scientific 
and  technical  base  for  housing  regulation,  that  led  the  Institute  to  recommend 
that  FHA  use  its  demonstrated  leadership  to  encourage  the  voluntary  standards 
and  model  codes  movement  rather  than  simply  step  aside.  It  must  be  recognized 
that  this  goal  cannot  be  achieved  overnight. 

In  conclusion  then,  it  would  be  our  hope  and  recommendation  that  the 
phasing-out  operation  continue  apace  but  that  neither  the  consumer's  interests, 
the  government's  financial  risks,  nor  the  ultimate  objective  of  a  more  healthy 
regulatory  environment,  be  lost  sight  of.  The  Institute  stands  ready  to 
help  in  this  in  any  way  it  can. 

Thank  you  Mr.  Chairman.  I  will  be  happy  to  answer  any  questions  you  may  have. 
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NATfbNAL  INSTITUTE  OF  BUILDING  SCIENCES 
Washington,  D.C. 
April  15,  1981 
FEDERAL  REGULATIONS 

IMPACTING  HOUSING  AND  LAND  DEVELOPMENT: 

RECOMMENDATIONS  FOR  CHANGE 


1.0  HUD  MINIMUM  PROPERTY  ST.mPARDS  QIPS) 

1.1  Racommendacion 

HUD  should  initiate  a  compraher.sive  and  rational  process  to  phase 
out  the  MPS  for  HUD-insurad  housing,  and  rely  on  the  nationally  recog- 
nized model  codes,  and  on  State  and/or  local  authorities  that  have 
adopted  such  codes  or  that  have  their  equivalent,  to  regulate  the  health 
and  safety  aspects  of  such  housing,  and  on  free  aarket  forces  to  estaolish 
acceptable  performance  levels  for  livability  and  iiarketability  or  such 
housing.   HUD  should  propose  a  specific  program  and  tine  schedule  for 
achieving  these  objectives.  Xs   a  first  step  in  this  process,  HUD  should 
release  its  pending  1980  One-  and  Tvo-Family  MPS,  which  represent  a 
ceductiQn_an.d_3iiiiDlification.-Qf_  requirements.  - 


One  way  in  which  such  a  comprehensive  process  sight  be  implemented 
would  be  for: 

a.  HUD  to  set  a  certain  data — e.g.,  June  30.  1983 — as  the  data  on 
which  it  will  recogniza  the  model  One-  and  Two-Family  Dwelling 
Code  which  has  been  developed  by  State  and  local  officials  for 
the  protection  of  health  and  safety  (and  which  will  have  been 
revised  by  that  time,  utilizing  research  that  has  been  accom- 
plished by  the  National  Association  of  Home  Builders  Research 
Foundation  and  HLT3) .   Ones  recognized,  the  model  One-  and  Two- 
Family  Dwelling  Code  would  become  the  document  HUD  would  adopt 
by  reference  and  then  would  use  to  measure  substantial  equiva- 
lency of  existing  State  and  local  codes,  and  use  in  areas  where 
no  code  exists. 

b.  HUD  to  set  a  certain  data — e.g.,  December  1,  1981,  as  the  date 
on  which  it  '-ri.il  recogniza  any  of  the  nationally  recognized 
model  building  codes  for  he  protection  of  health  and  safety 
in  HUD-insured  multi-fami.  •  housing.   Once  recognized,  the 
nationally  recognized  mode  _  building  code  appropriate  to  the 
area  would  become  the  docua-.ent  HLTJ  would  adopt  by  reference 
and  then  would  use  to  measure  substantial  equivalency  of 
existing  State  and  local  codes  in  that  area,  and  use  where 

no  code  exists  in  that  araa. 
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'c.      HUD   CO   participata   accively  in   ;he   code-changs  processas   ?f 
cha   nationally    recognised   uodel   coda  bodies   by   subniccing 
suggested   changes,    engaging   in   the  open-code-change  meetings, 
and  assisting   in  any  needed   research   to   resolve   technical 
issues . 

d.  HUD    to   accept,    as   adequate   for  health   and   safety,    the   plan- 
checking   and   inspection  of   any   State   or   conmunity    that   has 
adopted  without   change   and   adequately   enforces    the  tjodel 

One-   and  Tvo-Family  Dwelling   Code   and/or  one  of    the   nationally 
recognised  nodel   building   codes    for  multi-fanilv  housing,    or 
that  has   and  adequately   enforces   a   code   or   codes   of   equivalent 
provisions,    including  any  State  or  community   that  accepts   cer- 
tification of   code   compliance  by  State-registered  architects 
and  engineers   in   their  areas   of  cognizance  as   established  by 
State  law. 

e.  HUD   to   develop   and  issue   consumer-oriented   guide   criteria   for 
Che  livability  and  marketability  aspects    (i.e.,   non-code 
aspects)   of  housing  performance  and,    beginning  with  one-  and 
Cwo-family  housing,    to   conduct   a   three-year  experiment,   vith 
Che  assistance  of    the  mortgage   finance   industry,    that  vill 
allow  voluntary  use  of   the  criteria   to   determine   the  extent 
CO  which  free  markec  forces  will  protect  HUD ' s   insurance   risk 
and  provide  quality  acceptable  to   consumers   at    Che  various 

income   levels    involved.      (This   should  be  done  with  a  view  to 

phasing-out   these  aspects   of   Che  MPS   for  one-  and   cwo-family 
dwellings   and,    subsequendy ,    the  MPS   for  HUD-insured  multi- 
family  housing  as  well.) 

f.  HUD    CO   continue   its   product  certification  program  in   conson- 
ance with   the  above,   but   Co  work  with   the  National   Institute 
of  Building  Sciences    Co   evolve  a  nationwide  system  for  ma- 
terials,   products,   and  systems   certification   that  can   replace 
that   program  and  be  relied  on  by  Scate  and  local  authorities. 

g.  The  Veterans  Ac.m nistration   (VA) ,    Che  Farmers  Home  Adminis- 
Cracion    (FmHA) ,    and  HUD    Co:      implement   this   program  uniformly 
under  existing  provisions   of   law  and  existing  memoranda  of 
understanding  or,    if  necessary,    revisions   thereto;    and 
assist   in  achieving   the  program  objectives   outlined  herein. 

Because   the  MPS  are  not  a.  requirement   of   law,   alternative  means 
of  achieving   the  same   ends   can  be  adopted  by  HUD   regulacion  after  pub- 
lic notice   and  comment.      Mo   scaCucory   revision  is   necessary. 

1.2     Background 

The  HUD  .MPS  originally  were  adopced  in  1935   pursuanc   to    Che  Na- 
tional Housing  .Act  of  1934    (Pub.   L.    No.    73-479,    48  Stat.    1246,    12   U.S.C, 
Sec.    1701,    ec.    seq. )   which  authorized  HUD    (then   the  Federal  Housing 
.■Administration)    to   insure  mortgages    that   meet  certain   requirements. 
However,    there   is  no   explicit  provision  mandating    the   issuance  of    the  MPS. 
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la  adopting  :he  >C?S,  HUD  aad  irs  pradecassor  agsncias  raliad  on 
Che  general  authoricy  of  Che  Ace.   "or  axample,  ':mder  seccioa  2C3(a), 
HLTD  is  authorized  Co  insure  certain  morcgages  for  single-family  homes 
(including  scruccures  for  cwo  Co  four  families)  "upon  such  terms  as 
the  Secretary  may  prascribe."  Section  203(c)  requires  the  Secretary 
to  find  "thac  the  project  vith  respect  to  which  the  iiortgage  is  executed 
is  economically  so'md"  and  applies  to  multi- family  rancal  project  mort- 
gages insured  under  Section  207  as  well  as  single-family  home  mort- 
gages.  Programs  for  insuring  low- income  property  mortgages  have  dif- 
ferenc  requirements  but  also  provide  general  authority  for  the  MPS. 
For  example,  Section  221(f)  specifies  that  "the  property  or  projecc 
shall  comply  with  such  standards  and  conditions  as  the  Secretary  may 
prescribe  to  establish  Che  acceptability  of  such  property  for  mort- 
gage insurance . " 

The  Housing  Act  of  1937,  as  amended  by  the  Housing  Community  De- 
velopment Ace  of  1974  (Pub.  L.  >fo.  93-383,  88  Scac.  633,  42  U.S.C, 
Sec.  1401,  ec  sea . ) ,  defines  "low-income  housing"  as  "decent,  safe  and 
sanitary  duellings  within  the  financial  raach  of  families  of  low 
income...."  Under  the  public  housing  program,  HUD  makes  contributions 
to  public  housing  authorities  to  cover  protot;rpe  costs  for  Che  con- 
struction of  low- income  housing.   These  coses  muse  be  set  with  refer- 
ence Co  "various  cype  and  sizes"  of  units  "suitable"  for  che  assisted 
families,  taking  into  account  safety,  health,  economy,  energy  conserva- 
tion, neighborhood  architectural  standards,  and  other  factors.   Again, 
nothing  in  the  Act  requires  promulgation  of  the  MPS  (2^  C.F.R.,  Sec.  200.9  31) 
Units  constructed  and  assisted  under  section  3  of  the  -Act  also  must  be 
"suitable"  for  Che  families  assisced  and  meet  the  "decent,  safe  and 
sanicary"  cricaria.  New  construction  standards  are  not  otherwise  man- 
dated. 

Thus,  it  is  clear  that  HUD  is  charged  to  promote  the  production 
of  housing  of  sound  design  and  conscruccion  chat  has  livability  and 
size  characteristics  adequate  for  family  life.   The  MPS  are  an  expres- 
sion of  this  charge  and  an  administrative  device  for  pursuing  these 
ends . 

The  MPS  originally  were  titled  Minimum  Property  Requirements.   In 
1974,  following  public  notice  and  comment,  Che  MPS  were  first  incorpor- 
ated in  HUD  regulacions.   The  axeanc  MPS,  published  in  handbook  form 
(Minimum  Property  Scandards  for  One-  and  Two-Family  Dwellings  i900.1. 
Minimum  Propercy  Standards  for  Mulci-Family  Housing  4910.1,  and  Minimum 
Properey  Scandards  for  Care-Type  Housing  4920.1),  now  are  incorporaced 
by  reference  in  24  C.F.R. ,  Sec.  200,  Subpart  S.   Additionally,  Inter- 
mediate Mini:num  Property  Standards  for  Solar  Heating  and  Domeseic  Hoc 
Water  System.  (SIMPS)  are  referenced  in  24  C.F.R. ,  Sec.  200,  Subpart  3, 
Sec.  4930.2.    Iso,  qualification  procedures  for  the  HUD  building  pro- 
ducts cerclf ic ^tion  program,  including  material  scandards,  accepced 
engineering  practice  scandards,  sice  develcpmenc  scandards,  and  mis- 
cellaneous references  to  regulacions  of  ochar  agencies  and  publicacions 
of  privaca  groups  dealing  wich  scandards  and  cescing,  are  referenced  in 
24  C.F.R.,  Sec.  200.935.  .According  to  24  C.F.R.,  Sec.  200.923,  "all 
housing  constructed  under  HUD  mortgage  insurance  and  low-rant  public 
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housing  programs  shall  r.eat  or  exceed  the  HuB  Miniaum  Property 
Scandards." 

The  re'/ised  one-  and  Cvo-familj  housing  MPS  vere  published  in 
proposed  fora  in  Sepcamber  1980  (Fed.  Reg.  52316).   Tne  revision 
ellaiinates  aost  criteria  that  do  not  bear  directly  on  health,  life 
safety,  statutory  requireinents ,  or  durability,  but  it  currently  is 
being  held  in  abeyance,  pending  a  decision  to  issue. 

Finally,  Section  905  of  the  Housing  Act  of  1978  provides  for  use 
of  the  HUD  MPS  by  the  FmHA  (7  C.F.R.  ,  Sec.  1804.2(d))",  Section  26.^347, 
38  C.F.R.  gives  the  VA  Administrator  the  authority  to  set  ainimum 
property  standards,  and  memoranda  of  understanding  between  these  agen- 
cies have  been  entered  into  to  harmonize  their  respective  requirements. 

. 3  Issue  and  Justification 

When  the  Federal  Housing  Administration  (FHA)  was  created  in  1934, 
there  was  a  dire  need  to  demonstrate  that  long-term  mortgages  on  hous- 
ing for  low-  and  moderate-income  families  were  a  prudent  investment. 
To  achieve  this  objective,  FHA  believed  it  necessary  to  ensure  that 
the  properties  it  underwrote  would,  in  fact,  be  durable  and  marketable 
as  well  as  safe  and  sanitary.   The  resale  of  many  FHA  homes,  often 
under  private  financing,  has  amply  demonstrated  Che  success  of  the  FHA 
in  achieving  this  basic  objective. 

It  also  muse  be  recognized  that  during  the  first  20  to  25  years 
of  FHA's  existence,  a  large  portion  of  housing — particularly  one-  and 
two-family  housing — was  not  regulated  at  the  local  level,  particularly 
in  the  rapidly  expanding  suburban  areas  of  the  nation's  cities.   Only 
recently  have  there  been  major  gains  in  the  development  and  promulga- 
tion of  model  codes  for  one-  and  two-family  housing  and  in  the  up- 
grading of  code  enforcement  capabilities.   Indeed,  even  today  there 
are  suburban  and  rural  areas  that  have  no  codes  for  the  regulation  of 
the  health  and  safety  aspects  of  housing  and/or  lack  the  range  of  ex- 
pertise needed  to  enforce  such  codes.   Thus,  until  quite  recently  there 
has  not  been  an  adequate  foundation  on  which  to  build  a  program  for 
shifting  the  leadership  role  in  housing  standards  that  the  FHA  has  so 
ably  filled  since  the  early  1930s. 

Today,  however,  there  are  private  mortgage  insurance  organizations, 
model  codes  for  both  multi-family  and  one-  and  two-family  housing, 
State  and  local  regulatory  bodies  of  increasing  effectiveness,  and  a 
more  universal  understanding  and  acceptance  of  market  forces  in  the 
regulation  of  livability  and  marketability.   The  issue,  therefore,  is 
wh.. -her  the  time  has  come  f~-  HUD  (FHA)  to  phase  out  its  MPS  and  atten- 
dan  materials,  products  and  vstems  certification  and  inspection  ac- 
Civi  lies  and  to  rely  on  State  nd  local  governments  and  the  market  to 
perform  these  functions.   The  J?S  unquestionably  have  had  a  powerful 
and  positive  influence  on  home  ownership  and  the  quality  of  housing  in 
Che  United  States  and  are  still  the  premier  documents  in  the  field. 
Nevertheless,  if  the  FHA  were  to  put  its  expertise  behind  the  needed 
improvements  in  Scace  and  local  regulator;'  processes  and  private  vol- 
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'jncarv  scaadards   and  csrtificacion  activities,    r.ot  only  vould  all  of 
housing  be  veil  ser^/ed  but  overlapping   regulations   and  inspections 
could  be  eliaiinatad  as  well.      This   same  effort  vould  strengthen   the 
cause  of   regulatory  unifomity.      If  such  a  change   in  direction  is   not 
made,    the  continuing  decline  in  HUD's   insurance  activity — particularly 
aarcgage  insurance  for  one-  and   cvo-famly  dwellings — slight   deprive 
Che  >Jation  of   the  opportunity   Co  build  on   che  achiaveiencs   of   the  ".-IPS. 

Although   Che  iamediate  significance  of  such  a  change   in  HUD's 
role  aiay  not  be  graac   in  dollar   Carms,    ic  would  scimulace  a  novemenc 
already  begun  by  SUD  and  would  coacribuca   Co   significanC  cosc-ef f eccive- 
aess   gains    in   che  long  r'on  by  eliminating   duplicacion  and  speeding   Che 
approval  process.      The   trans formac ion,   however,    cannoc  be  accomplished 
ovemighc.      Many  Scates  and  communities   have  not   adopced   che  aodel  One- 
and  Two-Family  Dwelling  Code  promulgaCed  by   Che  Council  of  .American 
Building  Officials    (CA30)    or  one  of    che  nationally   recognized  model 
building   codes    (BOCA,    IC30 ,    S3CC) ,   and  cercainly  very   few  have  done 
so  wichouc  modif icacion.      Many  Scaces    and   communicias    also    lack   enforce- 
senc   capabilicy,    and   chere  is  no    fully  recognized  macerials,    produces, 
and  syscems   cercificacion  program  yec   in  place.      Conversely,    chere 
are  areas — particularly   in  big   cicies — whera   chere  ara   sound   codes, 
sound  enforcemenc,    and  good  produce   approval  syscems.      Nevercheless , 
even   chough  boch  excremes   exisc,    Che  process   can  begin  and  HUD   should 
propose   ics  own  program  and   cime  schedule  for  doing  so.      There  need 
be  no   gaps   in  eicher  HUD  or  consumer  proceccion. 

Ic  is   paramounc,  ..however, clia£_HUD_no_c   seek,   co   dominace   che  pro- 

cess  of   change;    racher,    ic  should  assise  as    ic  wichdraws    from   che 
field.      This   should  be  made   clear  in  any   E.xecucive  Order  or  execucive 
action   chac   is   Caken  Co   implemenc   chis   recommendacion.      Ic   is   equally 
importanc   chac    che  provisions  of  law  and  memoranda  of  underscanding 
dealing  vich  uniformicy  of   raquiremencs   becween  VA,    FmH-A,   and  HUD  be 
made    co    apply   ac   each   seep    in    che    recommended   phasing-ouc    process,    Co 
Che  end   chac    chere  will  be  uniformicy  of  housing   raquiremencs   and  pro- 
cessing among   chesa   chree  key  Federal  agencies. 
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Senator  Tower.  Thank  you  very  much,  Mr.  Dillon.  Our  next  wit- 
ness is  Mr.  Robert  Georgine,  the  president  of  the  Building  and  Con- 
struction Trades  Department  of  the  AFL-CIO. 

Mr.  Georgine. 

STATEMENT  OF  ROBERT  A.  GEORGINE,  PRESIDENT,  BUILDING 
AND  CONSTRUCTION  TRADES  DEPARTMENT,  AFL-CIO,  WASH- 
INGTON, D.C. 

Mr.  Georgine.  Mr.  Chairman,  members  of  the  subcommitee, 
thank  you  very  much  for  inviting  me  to  appear  before  the  commit- 
tee to  testify  about  housing  costs. 

I  am  president  of  the  Building  and  Construction  Trades  Depart- 
ment of  the  AFL-CIO,  which  is  composed  of  15  affiliated  national 
and  interantional  unions  representing  approximately  4  million  con- 
struction workers,  who  live  and  work  in  communities  throughout 
the  United  States. 

I  have  appeared  before  this  committee  on  a  number  of  previous 
occasions  concerning  specific  legislative  proposals.  While  the  com- 
mittee currently  has  before  it  the  administration  bill,  S.  644,  the 
Housing  and  Community  Development  Act  of  1983,  it  is  my  under- 
standing that  your  panel  testimony  is  to  be  addressed  to  housing 
costs  generally  and  not  with  respect  to  any  particular  legislative 
proposals. 

Senator  Tower.  That  doesn't  foreclose  your  commenting  on  any 
of  it,  Mr.  Georgine.  But,  of  course,  our  primary  interest  is  really 
trying  to  get  some  understanding  of  what  we  might  be  able  to  do  to 
bring  housing  costs  down.  That's  the  bottom  line. 

But,  obviously,  you  are  free  to  comment  on  any  relevant  legisla- 
tion. 

Mr.  Georgine.  OK.  Thank  you,  Mr.  Chairman.  I  think  what  I 
will  do  is  I  would  submit  for  the  record  some  comments  about  the 
bill  itself 

The  housing  construction  industry  today  continues  in  great  eco- 
nomic difficulties. 

As  you  well  know,  the  last  several  years  have  been  of  Depression 
era  dimensions  for  this  industry.  Housing  starts  have  been  at  a  40- 
year  low.  And  I  must  say  that  from  what  I  heard  this  morning  in 
the  testimony  of  Secretary  Pierce,  I'm  not  too  optimistic  about  the 
immediate  future. 

But  while  some  improvement  has  taken  place  in  recent  months, 
the  road  back  will  be  long  and  painful.  In  terms  of  the  workers 
that  I  represent,  the  result  of  this  depressed  situation  is  a  continu- 
ing high  level  of  unemployment.  Compounded  for  those  still  work- 
ing is  the  large  shortage  of  affordable  housing  with  very  high  mort- 
gage interest  rates. 

THE  DAVIS-BACON  ACT 

My  focus  this  afternoon  is  on  the  question  of  labor  cost  and  par- 
ticularly, the  impact  of  prevailing  wage  protections,  that  is,  the 
Davis-Bacon  Act,  on  certain  federally  assisted  housing  construction. 

We  have  been  through  this  exercise  before  in  this  committee  on 
the  very  same  subject  many  times,  Mr.  Chairman.  There  are  half  a 
million  contractors  in  the  American  construction  industry.  It's  one 
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of  the  last  areas  where  an  American  worker  can  become  an  inde- 
pendent business  owner  through  the  skill  of  his  hands  and  the 
drive  of  his  ambitions. 

Now  through  the  years,  many,  many  members  of  the  unions  af- 
filiated with  the  Building  and  Construction  Trades  Department 
have  become  substantial  businessmen.  We're  proud  of  them  and  of 
the  spirit  of  free  enterprise  that  they  typify. 

One  reason  for  their  ability  to  advance  themselves  has  been  the 
Davis-Bacon  Act.  It  has  operated  as  a  shield  against  the  abuses  of 
predatory  contractor  sharks  who,  prior  to  enactment  of  the  Davis- 
Bacon,  fleeced  the  Federal  Government  and  the  taxpayers,  exploit- 
ed their  work  force,  and  brought  misery  to  the  communities  that 
Federal  efforts  were  supposed  to  help. 

Since  it  was  signed  into  law  by  President  Hoover  in  1931,  the 
Davis-Bacon  Act  has  worked  to  require  honest  bids  on  Government 
contracts.  It  has  protected  honest  contractors  from  carpetbagging 
sharpies  who  would  bid  on  the  basis  of  less  than  prevailing  wage 
rates  in  the  area  and  then  use  the  control  of  project  jobs  to  drive 
wages  down. 

It  has  put  a  premium  on  good  work  and  management  in  the 
American  free  enterprise  tradition. 

The  Davis-Bacon  Act  is  intended  to  prevent  Federal  or  federally 
supported  construction  from  being  used  as  a  vehicle  to  drive  down 
wages  prevailing  in  the  affected  market. 

When  and  where  unemployment  is  high — it  has  been  for  some 
time  in  the  construction  industry— the  offer  of  work  can  be  used  as 
a  tool  to  drive  down  wage  levels. 

The  legislative  history  of  the  act  is  replete  with  instances  cited 
by  congressmen  and  others  testifying,  in  which  local  labor  stand- 
ards and  practices  were  severely  downgraded  on  Government  con- 
struction projects. 

Local  labor  and  fair  contractors  in  the  areas  where  projects  were 
being  built  were  either  not  obtaining  the  work  or  were  forced  to 
work  at  lower  wage  rates  than  had  been  the  custom.  It  was  proven 
that  contractors  with  itinerant  work  forces  willing  to  work  at  sub- 
standard wages  were  obtaining  an  inordinate  share  of  the  available 
contracts  through  the  unfair  competitive  practice  of  undercutting 
bids  by  using  substantially  lower  wages  than  those  prevailing  in  a 
locality. 

And  as  a  result,  the  economic  stimulus  of  the  Government's 
building  programs  did  not  accrue  to  the  local  communities  where 
the  projects  were  located. 

Moreover,  honest  local  contractors  were  denied  the  opportunity 
to  compete  on  an  equal  basis  with  these  unscrupulous  contractors. 

A  need  for  Davis-Bacon  protection  of  construction  wage  stand- 
ards has  remained  since  the  law  was  enacted.  And  due  to  the  un- 
employment during  frequent  job  switches  and  searches  when  proj- 
ects are  finished,  seasonal  unemployment  during  cold  and  wet 
weather  seasons,  and  cyclical  unemployment,  especially  in  residen- 
tial construction,  construction  unemployment  rates  are  consistently 
higher  than  most  other  segments  of  the  economy. 

In  1981,  when  the  overall  unemployment  rate  was  7.6  percent, 
construction  unemployment  was  15.6.  Last  year,  the  unemployment 
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rate  in  construction  averaged  20.1  percent,  more  than  double  that 
of  the  economy  as  a  whole. 

And  I  would  be  fair  in  saying  that  parts  of  our  industry  are 
seeing  unemployment  rates  of  30,  40,  and  50  percent.  All  of  this 
proves  the  need  for  continued  Davis-Bacon  wage  protection  for  the 
construction  workers.  Even  though  the  Government-assisted  hous- 
ing projects  have  declined  dramatically,  those  remaining  are  more 
enticing  as  employment  opportunities. 

It  is  essential  that  they  not  become  the  vehicle  once  again  to  de- 
press prevailing  wage  rates  in  the  absence  of  the  Davis-Bacon  pro- 
vision in  the  federal  housing  legislation. 

Now,  Mr.  Chairman,  I'm  going  to  save  a  little  time  for  you.  You 
have  heard  most  of  this  stuff  and  we've  been  through  it  many 
times.  I  guess,  really,  what  I'm  saying  here  is  mostly  defensive,  in 
the  hope  that  there  is  no  effort  to  remove  from  the  legislation  a 
Davis-Bacon  provision. 

So  I  would  leave  the  rest  of  the  testimony  that  I  have  prepared 
with  regard  to  Davis-Bacon  for  the  record  and  be  happy  to  answer 
any  questions  that  you  may  have. 

But  I  want  to  point  out  just  a  few  things  and  we  won't  have  to 
listen  to  the  whole  testimony.  And  that  is  that  insofar  as  onsite 
labor  costs  themselves  are  concerned,  you  see  a  chart  here  that  was 
put  up  by  the  American  Institute  of  Architects.  I  have  in  my  paper 
a  chart  that  was  prepared  by  the  National  Association  of  Home- 
builders.  Both  of  them  agree,  neither  are  information  that  originat- 
ed with  me.  And  you'll  see  that  the  onsite  labor  costs  in  both 
charts  represent  about  15  percent  of  the  total  cost  of  the  home. 

Now  that's  a  very  small  piece  of  the  pie.  The  effect  of  Davis- 
Bacon  on  residential  construction  only  affects  about  10  percent  of 
the  total  residential  universe.  And  of  that  10  percent  and,  again,  I 
have  to  point  this  out  because  many  people  don't  understand  how 
Davis-Bacon  is  administered  but  of  that  very  small  piece  of  the 
residential  community,  only  35  percent  of  the  10  percent  of  those 
residential  buildings  where  Davis-Bacon  applies  is  there  a  rate 
that's  established  that  is  equal  to  the  union  rate. 

So  in  65  percent  of  all  the  wage  determinations  that  are  made  in 
this  country  on  residential  buildings,  the  rates  determined  are  less 
than  the  union  rates.  So  it's  not  the  imposition  of  the  union  rate. 
All  it  does,  really,  is  establish  what  the  prevailing  rate  for  a  cer- 
tain work  operation  is  in  a  given  area  and  doesn't  allow  the  build- 
ers to  pay  any  less  than  that  particular  prevailing  rate. 

So  what  I  have  tried  to  point  out  in  my  testimony  and  in  the 
comments  that  I  have  made  is  that  Davis-Bacon  does  not  add  to  the 
inflationary  impact,  does  not  increase  the  cost  of  residential  con- 
struction, and  therefore,  should  remain  as  a  part  of  the  law  and 
should  be  included  in  any  housing  legislation  that  is  passed. 

[Complete  statement  of  Mr.  Georgine  follows:] 

Testimony  of  Robert  A.  Georgine,  President,  Building  and  Construction 
Trades  Department,  AFL-CIO 

Thank  you  very  much  for  inviting  me  to  appear  before  this  committee  to  testify 
about  Housing  costs.  My  name  is  Robert  A.  Georgine.  I  am  President  of  the  Building 
and  Construction  Trades  Department,  AFL-CIO,  which  is  composed  of  15  affiliated 
national  and  international  unions  representing  approximately  four  million  building 
and  construction  trade  workers  who  live  and  work  in  communities  throughout  the 
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United  States.  I  have  appeard  before  this  committee  on  a  number  of  previous  occa- 
sions concerning  specific  legislative  proposals. 

While  the  committee  currently  has  before  it  the  Administration  Bill  S.  644,  the 
Housing  and  Community  Development  Act  of  1983,  it  is  my  understanding  that  your 
panel  testimony  is  to  be  addressed  to  housing  costs  generally,  and  not  with  respect 
to  any  particular  legislative  proposals.  The  Housing  construction  industry  today 
continues  in  great  economic  difficulties. 

As  you  well  know,  the  last  several  years  have  been  of  depression-era  dimensions 
for  this  industry.  Housing  starts  have  been  at  a  40  year  low.  While  some  improve- 
ment has  taken  place  in  recent  months,  the  road  back  will  be  long  and  painful.  In 
terms  of  the  workers  I  represent,  the  result  of  this  depressed  situation  is  a  continu- 
ing high  level  of  unemployment.  Compounded  for  those  still  working  is  the  large 
shortage  of  affordable  housing,  with  very  high  mortgage  interest  rates. 

My  focus  this  morning  is  on  the  question  of  labor  costs  and  particularly,  the 
impact  of  prevailing  wage  protections,  that  is,  the  Davis-Bacon  Act  on  certain  feder- 
ally assisted  housing  construction.  We  have  been  through  this  exercise  before  in  this 
committee  on  the  very  same  subject.  There  are  half  a  million  contractors  in  the 
American  construction  industry. 

It's  one  of  the  last  areas  where  an  American  worker  can  become  an  independent 
business  owner  through  the  skill  of  his  hands  and  the  drive  of  his  ambitions. 
Through  the  years,  many,  many  members  of  the  unions  affiliated  with  the  Building 
and  Construction  Trades  Department  have  become  substantial  businessmen.  We  are 
proud  of  them  and  of  the  spirit  of  free  enterprise  they  typify.  One  reason  for  their 
ability  to  advance  themselves  has  been  the  Davis-Bacon  Act.  It  has  operated  as  a 
shield  against  the  abuses  of  predatory  contractor  sharks  who,  prior  to  enactment  of 
Davis-Bacon,  fleeced  the  Federal  Government  and  the  taxpayers,  exploited  their 
workforce,  and  brought  misery  to  the  communities  that  Federal  efforts  were  sup- 
posed to  help.  Since  it  was  signed  into  law  by  President  Herbert  Hoover  in  1931,  the 
Davis-Bacon  Act  has  worked  to  require  honest  bids  on  Government  contracts. 

It  has  protected  honest  contractors  from  carpetbagging  sharpies  who  would  bid  on 
the  basis  of  less  than  prevailing  wage  rates  in  the  area,  and  then  use  the  control  of 
project  jobs  to  drive  wages  down.  It  has  put  a  premium  on  good  work  and  manage- 
ment in  the  American  free  enterprise  tradition.  The  Davis-Bacon  Act  is  intended  to 
prevent  Federal  or  federally-supported  construction  from  being  used  as  a  vehicle  to 
drive  down  wages  prevailing  in  the  affected  market.  When  and  where  unemploy- 
ment is  high,  as  it  has  been  for  some  time  in  the  construction  industry,  the  offer  of 
work  can  be  used  as  a  tool  to  drive  down  wage  levels.  The  legislative  history  of  the 
Act  is  replete  with  instances  cited  by  Congressmen  and  others  testifying,  in  which 
local  labor  standards  and  practices  were  severely  downgraded  on  Government  con- 
struction projects. 

Local  labor  and  fair  contractors  in  the  areas  where  projects  were  being  built  were 
either  not  obtaining  the  work  or  were  forced  to  work  at  lower  wage  rates  than  had 
been  the  custom. 

It  was  proven  that  contractors  with  itinerant  work  forces  willing  to  work  at  sub- 
standard wages  were  obtaining  an  inordinate  share  of  available  contracts  through 
the  unfair  competitive  practice  of  undercutting  bids  by  using  substantially  lower 
wage  rates  than  those  prevailing  in  a  locality.  As  a  result,  the  economic  stimulus  of 
the  Government's  building  programs  did  not  accrue  to  the  local  communities  where 
the  projects  were  located. 

Moreover,  honest  local  contractors  were  denied  the  opportunity  to  compete  on  an 
equal  basis  with  these  unscrupulous  contractors.  A  need  for  Davis-Bacon  protection 
of  construction  wage  standards  has  remained  since  the  law  was  enacted.  Due  to  un- 
employment during  frequent  job  switches  and  searches  when  projects  are  finished, 
seasonal  unemployment  during  cold  and  wet  weather  seasons,  and  cyclical  unem- 
ployment— especially  in  residential  construction — construction  unemployment  rates 
are  consistently  higher  than  most  other  segments  of  the  economy.  In  1981,  when  the 
overall  unemployment  rate  was  7.6  percent,  construction  unemployment  was  15.6 
percent. 

Last  year,  the  unemployment  rate  in  construction  averaged  20.1  percent,  more 
than  double  that  of  the  economy  as  a  whole.  And,  I  would  be  fair  in  saying  that 
parts  of  our  industry  are  seeing  unemployment  rates  of  thirty,  forty,  and  fifty  per- 
cent. All  of  this  proves  the  need  for  continued  Davis-Bacon  wage  protection  for  con- 
struction workers.  Even  though  the  government-assisted  housing  projects  have  de- 
clined dramatically,  those  remaining  are  more  enticing  as  employment  opportuni- 
ties. 

It  is  essential  that  they  not  become  the  vehicle  once  again  to  depress  prevailing 
wage  rates  in  the  absence  of  a  Davis-Bacon  provision  in  federal  housing  legislation. 
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APPLICATION  OF  THE  DAVIS-BACON  ACT  TO  FEDERALLY  FUNDED  HOUSING  CONSTRUCTION 

IS  NOT  INFLATIONARY 

No  careful  economic  analysis  of  the  construction  industry  has  identified  any 
unique  inflationary  pressures  resulting  solely  from  application  of  the  Davis-Bacon 
Act  to  the  construction  industry. 

The  convenience  of  criticizing  the  Davis-Bacon  Act  continues  to  distract  attention 
from  those  underlying  economic  conditions  which  do,  in  fact,  exert  inflationary  pres- 
sures on  the  industry.  When  prevailing  wage  determinations  under  the  Davis-Bacon 
Act  are  correctly  made,  there  should  be  no  inflationary  effect.  Rates  actually  being 
paid  in  an  area  are  simply  identified  and  reflected  in  competitive  bids  on  govern- 
ment work. 

According  to  opponents  of  the  Davis-Bacon  Act  and  its  applications  to  federally 
funded  housing  construction,  prevailing  wage  determiniations  are  not  made  correctly 
and,  hence  the  inflationary  impact  of  the  Act.  This  belief  stems  from  the  present- 
day  critics'  favorite  myth  that  the  Davis-Bacon  Act  results  in  union  wages  being  ar- 
tifically  imposed  on  just  about  all  federally-financed  construction.  This  is  not  true, 
particularly  in  the  residential  segment  of  the  construction  industry.  Recent  Labor 
Department  data  on  Davis-Bacon  prevailing  wage  determinations  in  3,111  countries 
in  the  United  States,  its  territories  and  possessions,  indicates  that  in  residential  con- 
struction, only  13  percent  of  the  counties  had  wage  determinations  equal  to  union 
rates;  25  percent  of  the  counties  had  wage  determinations  that  were  mixed,  i.e., 
union  wages  for  some  crafts  and  other  than  union  wages  for  other  crafts. 

In  62  percent  of  the  counties,  therefore,  all  residential  wage  rates  issued  by  the 
Department  of  Labor  were  other  than  union.  As  I  have  said  on  other  occasions,  the 
plain  fact  is  that  an  overwhelming  proportion  of  residential  construction  is  per- 
formed by  construction  contractors  who  are  not  parties  to  collective  bargaining 
agreements  with  local  building  trades  unions.  Hence,  the  vast  majority  of  the  wage 
determinations  issued  by  the  Department  of  Labor  quite  naturally  reflect  wage 
rates  which  are  below  those  provided  for  in  local  collective  bargaining  agreements. 
Naturally,  the  Department  of  Labor's  wage  determinations  applicable  to  federally 
assisted  residential  construction  can  be  expected  to  reflect  prevailing  wage  rates 
other  than  union  rates. 

Since  the  Department's  figures  indicate  that  this  is  the  case,  it  would  appear  that 
the  wage  determination  process  is  operating  correctly,  at  least  in  the  area  of  hous- 
ing construction. 

Nonetheless,  opponents  of  application  of  the  Davis-Bacon  act  to  federally  assisted 
housing  construction  promise  great  cost  savings  and  lower  taxes  if  the  Act  is  elimi- 
nated from  federal  housing  legislation.  The  fact  is  that  Davis-Bacon  has  traditional- 
ly applied  to  less  than  ten  (10%)  percent  of  all  residential  construction  throughout 
the  country.  This  is  because  the  Davis-Bacon  provisions  in  the  National  Housing  Act 
and  other  Federal  Housing  assistance  legislation  do  not  apply  to  federally  insured 
loans  for  construction  of  dwellings  in  structures  of  less  than  eight  dwelling  units,  a 
high  percentage  of  all  new  units  built  in  recent  years. 

Only  about  one-third  of  the  new  units  built  in  larger  rental  projects  have  been 
Davis-Bacon.  The  drastic  reduction  in  Federal  budget  authorizations  for  these  pro- 
grams in  the  last  two  years  will  drive  the  Davis-Bacon  percentage  even  lower.  Thus, 
it  is  clear  that  overall  in  this  country,  housing  construction  is  largely  unaffected  by 
Davis-Bacon  wage  determinations. 

These  facts  are  particularly  important  when  attempting  to  isolate  any  inflation- 
ary effect  on  housing  costs  produced  by  Davis-Bacon  prevailing  wage  determina- 
tions. We  are  all  familiar  with  the  tremendous  inflationary  pressures  generated  by 
rising  housing  costs  in  recent  years.  Inasmuch  as  Davis-Bacon  prevailing  wage  de- 
terminations are  not  really  a  factor  in  the  one-family  housing  sector  of  the  construc- 
tion industry,  the  source  of  the  constant  price  increases  must  be  found  in  the  rising 
cost  of  construction  materials  (these  costs  have  doubled  over  the  last  decase),  in- 
creasing land  costs  and  interest  rates. 

As  a  mater  of  fact,  the  proportion  of  the  total  cost  of  housing  attributable  to  on- 
site  labor  has  dramatically  decreased  over  the  past  three  decades  while  the  portion 
of  housing  costs  attributable  to  these  other  factors  increased  significantly.  On  site 
labor  costs  which  were  31  percent  in  1949  are  now  between  15  and  16  percent. 
Building  material  cost  declined  from  38  percent  to  30-32  percent  while  land  has 
risen  from  11  percent  to  24  percent,  financing  from  5  percent  to  11  percent,  and 
overhead,  profit  and  marketing  from  15  percent  to  23  percent. 
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HOUSING  COST  COMPONENTS— NEW  SINGLE  FAMILY  HOMES 

[Percentages] 


1949  1969  1982 


Onsite  labor 31             18  15-16 

Building  material 38             38  30-32 

Land 11             23  24 

Financing  charges 5              8  10-11 

Overhead  and  profit 15             13  13-16 

Marketing 6-7 

Total 100  100      90-106 

Source;  National  Association  of  Homebuilders. 

This  trend  will  no  doubt  continue.  Clearly  it  is  not  the  labor  share  of  the  home 
selling  price  that  has  led  to  inflated  housing  prices.  The  builders,  the  materials  pro- 
ducers, the  land  developers  and  the  bankers  are  realizing  unusual  gains  from  the 
tremendous  rise  in  selling  prices,  while  construction  workers  have  generally  not 
even  kept  pace  with  inflation.  Yet,  there  is  no  suggestion  to  cut  back  prices  and 
profits  of  the  other  components  costs  of  housing. 

The  actual  fact  is  that  any  realistic  reduction  in  labor  costs  which  might  occur 
would  have  a  miniscule  effect  on  a  homebuyer's  monthly  mortgage  payment.  Amori- 
zation  of  the  portion  of  the  cost  of  a  new  home  attributable  to  labor  costs  over  the 
term  of  a  mortgage  accounts  for  five  percent  of  the  homeowner's  monthly  housing 
expenses.  Therefore,  any  realistic  reduction  in  labor  costs  would  not  materially 
affect  the  average  homeowner's  monthly  payment.  While  little  variation,  the  same 
relative  importance  would  hold  for  the  effects  of  different  cost  factors  upon  rents  in 
new  apartment  houses. 

INCLUSION  OF  THE  DAVIS-BACON  ACT  IN  FEDERAL  HOUSING  LEGISLATION  IS  STILL 

NECESSARY 

The  issue  which  opponents  of  the  Davis-Bacon  Act  overlook  is  that  the  law  does 
not  simply  reflect  the  remains  of  a  product  of  the  Great  Depression.  Rather,  it  re- 
flects a  particular  philosophy  of  government  which  is  that  the  price  of  labor  should 
not  become  an  element  in  the  competition  for  Government  construction  contracts. 

Regardless  of  its  alleged  impact  on  construction  wages  and  costs,  it  is  the  princi- 
ple which  must  be  addressed  whenever  continued  application  of  the  Davis-Bacon 
Act  to  any  Federally  financed  construction  activity  is  considered.  The  harsh  criti- 
cisms directed  at  the  program  tend  to  cloud  the  positive  contribution  that  Davis- 
Bacon  has  been  making  in  helping  to  protect  the  nation's  economic  and  social  prog- 
ress. This  is,  after  all,  and  industry  which  has  the  basic  ingredient  for  cutthroat 
competition  based  on  wage  cutting. 

Thus,  except  for  differences  that  may  exist  between  the  contractors  with  respect 
to  managerial  capabilities,  the  structure  of  the  industry  is  tailor-made  for  competi- 
tion to  impact  adversely  on  wages  and  to  generate  pressures  for  wage  cutting  as  a 
means  to  underbid  competitors.  As  a  result,  fair  minded  contractors  who  resist  these 
pressures  will  be  forced  out  of  business. 

This  type  of  situation  obviously  makes  for  instability — for  industry  as  well  as  for 
the  workers,  and  for  the  cities  and  towns  thoughout  the  nation  in  which  those  work- 
ers and  their  families  live — and  is  a  constant  threat  to  the  achievement  of  economic 
social  progress  for  both  workers  and  contractors. 

The  prevailing  wage  protection  provided  by  the  Davis-Bacon  Act  remains  neces- 
sary today  in  order  to  prevent  lowering  of  labor  standards  in  the  local  areas  and 
give  local  honest  contractors  a  fair  opportunity  to  get  Federal  contracts.  In  sum,  the 
allegation  of  inflationary  tendencies  in  the  wage  determination  process,  while  they 
have  some  superficial  attractiveness  to  an  inflation  conscious  public,  is  not  a  vaild 
criticism  of  the  Act.  The  justification  for  the  prevailing  wage  legislation  is  imbedded 
in  the  philosophy  that  underpins  our  free  enterprise  system. 

The  efforts  to  emasculate  or  even  repeal  the  Davis-Bacon  Act  are,  in  reality,  noth- 
ing less  than  efforts  to  deny  construction  workers  the  benefit  of  local  prevailing 
labor  standards  and  force  honest  contractors  to  choose  between  cutting  worker's 
wages  or  lose  out  to  unfair  competitors  who  would  not  hesitate  to  use  the  Federal 
Government's  construction  activity,  including  federally  financed  residential  con- 
struction, as  the  means  to  drive  them  out  of  business  and  monopolize  the  market. 
This  should  not  be  allowed  to  happen. 
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Senator  Tower.  Thank  you,  gentlemen.  Mr.  Georgine,  Davis- 
Bacon  aside,  is  there  anything  that  your  union  organization  is 
doing  or  have  you  made  any  studies  of  how  costs  can  be  brought 
down  in  housing? 

It  occurs  to  me,  of  course,  that  the  more  houses  that  are  built, 
the  more  work  is  available  for  your  people.  And  I  just  wondered  if 
you  had  done  any  studies.  Do  you  have  any  work  rules,  for  exam- 
ple, that  might  be  under  review  because  they  might  tend  to  be  a 
little  bit  too  inhibitive  in  terms  of  more  efficient  use  of  labor? 

COLLECTIVE  BARGAINING  RELATIONSHIPS 

Mr.  Georgine.  Our  collective  bargaining  agreements,  which  in- 
clude all  of  our  work  rules,  are  constantly  under  study.  Senator. 
We  have  been  making  changes  over  the  past  10  years.  We  have 
made  very  substantive  changes  in  most  of  our  collective  bargaining 
agreements,  trying  to  bring  them  into  the  20th  century  and  to  keep 
up  with  technological  change. 

We  are  constantly  working  with  home  builder  associations, 
where  we  have  collective  bargaining  relationships,  to  try  and  ad- 
vance whatever  technological  change  will  reduce  the  cost  of  hous- 
ing. We  have  no  restrictions  on  tools  or  no  impediments  that  would 
prevent  workers  from  accepting  any  new  technological  change  that 
would  decrease  the  cost  of  housing. 

So  we're  doing  that  as  a  constant  thing.  We  have  no  specific 
studies  or  recommendations  that  I  could  make  to  this  committee 
other  than  those  that  are  now  in  existence. 

Senator  Tower.  Do  you  have  any  particular  comment  on  manu- 
factured housing  versus  onsite  construction?  Do  you  have  any  par- 
ticular union  position  on  that? 

Mr.  Georgine.  No.  Well,  we  do  have  a  union  position;  that  is 
that  we  feel  that  manufactured  housing  has  a  place  and  that  we  do 
not  oppose  manufactured  housing.  There  are  many  places  where 
we  have,  in  fact,  represented  the  workers  that  manufacture  the 
housing  themselves. 

So  we  think  it  is  good  and  there  is  a  place  for  manufactured 
housing,  there  is  also  a  place  for  stick-built  housing. 

The  need  for  housing  is  so  great  that  there's  room  for  everything. 

Senator  Tower.  Incidentally,  on  any  of  the  responses  that  are 
given  here,  regardless  of  who  the  question  is  specifically  addressed 
to,  if  any  of  the  other  panel  members  want  to  comment  on  the  re- 
sponses, they  are  perfectly  free  to  do  so. 

Senator  Riegle. 

[No  response.] 

[Laughter.] 

Senator  Tower.  Let  me  ask  Mr.  Hogan  what  the  attitude  of  the 
AIA  is  on  manufactured  housing? 

Mr.  Hogan.  I  don't  know  if  there's  any  specific  AIA  position  on 
it.  I'm  serving  on  the  Housing  Committee  of  the  AIA  and  we  have 
an  active  liaison  with  the  Manufactured  Housing  Association.  I 
think  we're  very  much  in  favor  of  manufactured  housing.  We  think 
that  there  are  ways  that  it  can  reduce  costs  and  provide  housing. 

So  we're  in  favor  of  that. 
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Senator  Tower.  Do  you  have  any  additional  comment  on  that, 
Mr.  Dillon? 

ISSUE  OF  STANDARDS  FOR  HOUSING 

Mr.  Dillon.  Only  to  say  that  a  year  and  a  half  ago,  the  institute 
testified  before  Congressman  Gonzalez'  committee  on  the  issue  of 
the  standards.  We  tried  to  make  the  point  that  the  Congress  needs 
to  make  a  definitive  choice  between  several  standards — in  other 
words,  two  or  more  levels  of  acceptable  performance — or  a  single 
standard  for  housing. 

At  the  moment,  the  HUD  manufacturing  housing  (mobile  home) 
standard  is  just  enough  different  from  the  regular  MPS  for  one- 
and  two-family  dwellings,  to  cause  difficulty.  If  there  are  to  be  dif- 
ferences between  the  performance  levels  provided  by  different 
standards,  it  should  not  be  because  of  the  way  the  housing  is  pro- 
duced— that  is,  in  a  factory  or  onsite.  NIBS  would  not  say  that 
there  should  be  either  a  single  standard  or  multiple  standards; 
either  can  be  justified.  However,  it  is  a  choice  that  the  country  has 
to  make  so  that  we  can  get  on  with  the  job  of  producing  needed 
housing  for  all  economic  levels,  and  not  waste  energies  on  the  con- 
stant warfare  that  we  have  going  on  now  over  differences  among 
standards  that  can  result  in  competitive  imbalances. 

Mr.  Ehrle.  Mr.  Chairman,  could  I  comment? 

Senator  Tower.  Yes. 

Mr.  Ehrle.  Will  Ehrle,  for  the  record,  to  comment  on  that  stand- 
ards issue  also.  One  thing  that  we  feel  is  very  critical  is  that  the 
performance  equivalent,  the  engineering  performance  equivalency 
test  be  present.  Technological  innovations,  innovations  in  construc- 
tion techniques.  Just  one  example.  The  compression  airhammers 
today,  of  course,  and  air  guns  and  nailers  allow  an  individual 
worker  to  increase  performance. 

We  would  be  hopeful  that  whatever  the  codes  were — and  I  agree. 
We  have  had  so  many  variations  and  the  cost  differences  aren't 
that  great.  So  that  some  amalgamation  of  codes  to  an  engineering 
performance  standard  could  be  helpful. 

Senator  Tower.  You  alluded  to  this  in  your  testimony,  but  didn't 
address  yourself  directly  to  the  question,  Mr.  Ehrle,  that  a  lot  of 
the  perceptions  that  people  have  of  manufactured  housing  stems 
from  their  impressions  of  the  mobile  home  or  trailer  house,  gener- 
ally considered  to  be  of  somewhat  more  flimsy  construction  than 
the  stick-built  house. 

You  were  suggesting  that  there  has  been  substantial  improve- 
ment made,  qualitatively. 

Is  a  manufactured  home,  on  the  average,  as  stable  and  sturdy 
and  durable  and  safe  as  a  stick-built  house  onsite? 

SAFETY  standards  IN  MANUFACTURED  HOMES 

Mr.  Ehrle.  Yes,  sir,  it  is.  And  if  I  may,  Mr.  Chairman,  for  the 
record,  I  would  like  to  submit  some  research  and  studies  that  have 
been  done  by  the  Department  of  Labor  and  Standards  in  Texas,  the 
Texas  Department  of  Labor  and  Standards,  regarding  code  com- 
parisons on  health  and  safety  items  between  the  codes. 
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The  answer  is  yes  and  frankly,  it  was  because  of  the  foresight  of 
the  Congress  in  1974,  in  your  Housing  Act  that  was  passed  in  De- 
cember of  that  particular  year,  and  implemented  on  June  15,  1976, 
by  the  Department  of  Housing  and  Urban  Development,  that  set 
the  code  standards. 

Mr.  Chairman,  I  would  be  the  first  to  admit  that  a  trailer  house 
or  a  mobile  home  of  the  old  configuration,  constructed  prior  to 
June  15,  1976,  may  or  may  not  be  safe,  may  or  may  not  be  durable. 
But  my  comment  is  that  since  June  15,  1976,  with  the  comprehen- 
sive engineering  performance  requirements  and  the  comprehensive 
inspection  programs  to  insure  code  compliance,  manufactured 
housing  today  is  built  exactly  comparably  from  a  health  and  safety 
standpoint  as  is  site-built  construction. 

I'll  implement  that  with  an  example.  When  we  talk  about  fire 
incidences,  there  are  some  recent  studies,  which  I  also  would  like 
to  submit  for  the  record,  since  the  question  has  been  asked,  that 
show  fewer  incidences  of  fire  in  HUD  code-constructed  manufac- 
tured homes.  Now  there's  another  statistic  over  here,  though,  that 
NFBA  points  to  from  time  to  time  that  says,  while  that  may  be 
true  on  fewer  incidences,  when  you  do  have  an  incident,  your  death 
rate  is  higher. 

Frankly,  that  is  also  correct.  But  the  reason  is  that  the  home  is 
much  smaller.  For  example,  you  don't  have  smoke  inhalation  prob- 
lems when  you  have  an  old  home  with  12-foot  ceilings  for  a  sub- 
stantial amount  of  time  because  the  smoke  rises. 

In  a  manufactured  home,  with  a  7y2-foot  ceiling,  more  compacted 
space,  the  home  is  smaller,  you  obviously  have  situations  where  it's 
imperative  to  have  egressed  windows  and  things  of  that  nature. 
The  code  provides  for  that. 

But,  yes,  sir,  I'm  sorry  for  the  lengthy  answer,  but  the  statement 
is  today,  a  manufactured  home,  placed  on  a  permanent  foundation 
system,  in  accordance  with  the  one-  and  two-family  dwelling  code, 
is  equally  as  safe  and  equally  as  durable  and,  perhaps,  in  some  in- 
stances, more  so,  than  a  home  built  onsite. 

Senator  Tower.  Do  any  other  members  of  the  panel  have  any 
comment  on  that  statement? 

[No  response.] 

Senator  Tower.  Gentlemen,  we  appreciate  your  giving  your  time 
to  us  and  making  this  contribution  to  the  record.  Again,  I  apologize 
for  having  to  delay  you  to  the  afternoon  session.  But  you've  been 
very  helpful. 

We  thank  you  for  appearing  before  the  committee.  The  hearing 
is  adjourned. 

[Whereupon,  at  3:50  p.m.,  the  hearing  was  adjourned.] 
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National  Institute  of 
BUILDIING  SCIENCES 

1015  Frtleenth  SVeet,  N,W 
Suite  700 

Washinglon.  DC  20005 
(202)347-5710 


March  25,  1983 


The  Honorable  John  Tower 
United  States  Senate 
Washington,  D.C.  20510 

Dear  Senator  Tower: 

Thank  you  for  inviting  the  Institute  to  participate  in  the 
March  8  panel  on  the  cost  of  housing  and  to  address  the  future  of 
the  FHA  Minimum  Property  Standards. 

In  my  response  to  your  oral  query  regarding  the  HUD  mobile  home/ 
manufactured  housing  standards  (Federal  Manufactured  Housing  Construc- 
tion and  Safety  Standards),  I  mentioned  testimony  I  had  given  before  the 
House  Subcormittee  on  Housing  and  Community  Development  on  September  10, 
1981.  A  copy  of  the  written  testimony  given  at  that  time  is  enclosed 
for  your  information. 

On  the  same  subject,  the  Institute  recommended  a  course  of  action 
regarding  this  standard  in  its  August  15,  1981,  report  Federal  Regula- 
tions Impacting  Housing,  Building  and  Land  Development:  Recommendations 
for  Change,  Phase  II.  A  copy  of  that  recommendation  also  is  enclosed 
for  your  information. 

Finally,  in  your  March  4  letter  to  Steven  L.  Biegel,  AIA,  our 
Director  of  Program  Planning,  asking  that  the  Institute  supply  a  witness 
for  your  March  8  panel  on  the  cost  of  housing,  you  also  asked  for  our 
insight  into  the  process  of  assimilating  new  technology  into  the  home 
building  process.  This  is,  of  course,  an  extremely  important  issue  and 
also  one  which  the  Institute  was  charged  with  addressing  in  its  original 
authorizing  legislation  (P.L.  93-383).  I  did  not  address  it  in  my 
testimony  because  doing  so  might  have  detracted  from  the  more  immediate 
issue  of  HUD  actions  regarding  the  phasing  out  of  the  MPS.  However,  this 
does  not  mean  that  the  Institute  views  the  issue  of  technology  flow  in  the 
building  community  to  be  of  lesser  import.  Indeed,  the  Institute  considers 
the  technology  flow  process  to  be  one  of  its  primary  areas  of  concern. 
Therefore,  in  the  hope  that  it  might  be  possible  to  include  it  in  the 
hearing  record,  I  am  enclosing  a  response  to  the  question  dealing  with 
this  subject  as  you  posed  it  in  your  March  4  letter. 


Again,  thank  you  for  the  opportunity  to  apfJea 


the  Committee. 
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RESPCWSE  TO  WRITTEN  QUESTICWS  OF  SENATOR  TOWER 
HOME  BUILDING  TECHNOLOGY 


QUESTION: 

What  are  the  views  of  the  National  Institute  of  Building  Sciences  regarding 
the  process  of  assimilating  new  technology  into  the  home  building  industry? 

ANSWER: 

The  process  of  new  technology  assimilation  in  the  U.S.  home  building  industry 
has  not  matured  at  a  rate  commensurate  with  the  need--that  is,  the  need  to 
achieve  productivity  gains  and  thus  increased  cost  effectiveness  through 
technological  improvement.  To  further  complicate  matters,  an  increasing 
array  of  barriers  to  technological  innovation  have  been  erected  over  the  past 
twenty  years.  In  my  response  to  the  question  concerning  the  future  of  the 
FHA  Minimum  Property  Standards,  I  called  attention  to  one  of  these  barriers— 
the  growth  in  regulatory  activity  and  the  debilitating  effects  that  flow  from 
increased  regulation  and  the  acccompanying  regulatory  overlap,  duplication,  and 
conflict.  Another  serious  barrier  to  innovation,  is  the  increasingly  litigious 
environment  within  which  all  participants  to  the  building  process  must  operate. 
It  is  hard  to  imagine  a  climate  less  conducive  to  innovation  than  one  in  which 
the  potential  downstream  losses  due  to  litigation  can  far  outweigh'any  possible 
gains,  and  can  in  fact  be  ruinous  to  both  businesses  and  reputations.  This  is 
not  to  say  that  all  regulation  is  bad,  nor  that  all  litigation  is  unjustified; 
simply  that  raising  the  odds  on  "risk  taking"  is  not  necessarily  the  only  nor 
the  best  way  to  achieve  the  dual  goals  of  progress  and  consumer  protection. 

When  the  Congress  authorized  NIBS  in  1974,  it  recognized  many  of  these  problems 
and  charged  NIBS  with  seeking  their  solution.  Briefly  stated,  this  meant 
finding  ways  to  rationalize  the  regulatory  environment  at  all  levels  of  govern- 
ment, ways  to  facilitate  the  process  of  information  flow,  and  ways  to  accelerate 
the  introduction  of  technology. 

It  is  this  latter  need  that  is  at  issue  here~i.e.,  the  need  to  accelerate  the 
flow  of  innovative  building  materials,  products,  components,  subsystems,  and 
systems  into  housing  and  building.  To  do  this,  two  important  new  things  must 
be  done:  (1)  performance  criteria  must  be  created;  and  (2)  an  authoritative, 
nationwide  and  nationally  recognized  process  for  evaluating  and  approving  or 
prequalifying  such  innovative  technology  must  be  put  in  place. 

Performance  criteria,  when  available,  will  provide  the  innovator  with  authori- 
tative guidance  on  what  performance  is  needed  to  reach  a  given  market,  or, 
alternatively  what  market  his  innovation  will  satisfy  if  it  was  not  specifically 
targeted  in  advance.  These  criteria  must,  in  as  unconstraining  a  manner  as 
possible,  address  the  functions  to  be  served  and  the  environment  within  which 
that  service  must  be  rendered--i .e. ,  what  performance  is  needed  and/or  desired 
and  how  its  attainment  will  be  assured  in  advance  of  actual  application. 

Prequalification  implies  that  the  innovator  knows  the  market  he  wishes  to  reach, 
and,  therefore,  the  range  of  performance  requirements  he  must  seek  to  satisfy. 
The  material,  product,  component,  subsystem,  or  system  can  then  be  evaluated 
against  these  requirements  and  a  determination  made  that  the  innovation  will  or 
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will  not  measure  up,  or,  in  those  instances  where  there  is  no  actual  pass/ 
fail  point  in  a  requirement,  the  degree  to  which  the  requirement  will  be 
satisfied  in  use. 

Where  the  innovator  has  no  specific  end  use  market  in  mind  for  his  product-- 
as  is  often  the  case  with  generic  materials  for  example--the  current  practice 
of  certifying  compliance  with  one  or  more  standards  can  be  used,  or,  alter- 
natively, the  performance  characteristics  of  the  innovation  can  simply  be 
determined  and  made  known  so  that  users  can  match  those  characteristics 
against  their  needs.  In  the  latter  case,  the  prequalification  takes  place 
at  the  time  the  user  has  satisfied  his  own  and/or  regulatory  needs. 

For  a  variety  of  reasons,  the  performance  of  whole  buildings,  including 
housing,  is  quite  difficult  to  predict.  There  are  very  few  buildings  that 
are  not  rooted  in  the  land  and  thus  dependent  for  their  performance  on  the 
performance  of  their  foundations,  the  site,  and  the  utility  systems  to  which 
they  are  connected.  There  are  few  opportunities  for  reproduction,  let  alone 
high  volume  reproduction,  of  many  building  types.  Most  buildings,  including 
multifamily  housing,  are  so  large  that  full-scale  testing  beforehand  is  not 
feasible.  In  short,  the  prequalification  and  component  approval  processes 
must  be  able  to  deal  with  a  myriad  of  parts,  destined  for  a  variety  of  end 
uses,  and  under  a  variety  of  conditions,  some  of  which  cannot  be  foreseen  by 
the  innovator. 

NIBS  has  been  pressing  forward  in  an  effort  to  deal  with  these  needs,  and  to 
create  or  bring  about  a  nationwide,  authoritative  and  nationally  recognized 
mechanism  for  housing  and  building  technology  evaluation,  prequalification 
and  approval.  The  potential  for  gains  in  terms  of  procedural  efficiency, 
cost  reduction,  and  quality  improvements,  if  such  a  process  or  set  of  pro- 
cesses can  be  brought  into  being,  is  both  significant  and  self-evident. 

The  present  day  approval  processes  for  building  materials,  products,  components, 
subsystems,  and  systems  in  the  United  States  are  numerous,  and,  such  as  they 
are,  have  evolved  in  response  to  a  variety  of  needs— e.g.:  Federal,  State, 
and  local  governments  as  they  seek  to  assure  compliance  with  building  codes 
and  other  regulatory  requirements;  Federal,  State  and  local  governmental 
agencies  as  they  seek  to  assure  compliance  with  their  assistance,  underwriting, 
or  procurement  requirements;  and,  housing  and  building  owner-users  or  their 
agents  as  they  seek  to  assure  compliance  with  both  regulations  and  their  own 
requirements. 

As  already  noted,  certification  of  compliance  with  established  requirements, 
whether  regulatory  or  otherwise,  is  one  way  of  gaining  access  to  the  market- 
place and  achieving  acceptable  performance.  Standards  are  one  expression  of 
agreed  upon  requirements.  They  are  the  linchpin  of  the  current  building  pro- 
curement and  regulatory  processes.  They  are  an  agreed  upon  and  prescribed 
set  of  rules,  conditions,  or  requirements  concerned  with  defining  something, 
measuring  something,  doing  something,  or  testing  something.  Standards  emanate 
from  a  variety  of  sources:  consensus  standards  bodies,  trade  associations, 
professional  and  technical  societies,  and  even  proprietary  standards  and 
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testing  organizations.  When  standards  are  the  result  of  a  voluntary  consensus 
process,  they  generally  are  produced  by  a  representative  number  of  the  country's 
best  informed  individuals  on  the  subject  of  the  standard.  Standards  are  an 
expression  of  the  scientific  and  technical  foundation  on  which  the  nation  rests. 
Certification  of  compliance  with  a  standard  or  standards,  and  validation  of 
that  certification  when  necessary,  is,  therefore,  an  important  part  of  today's 
acceptance  processes  for  building  products  and  materials. 

Recognition  of  the  need  for  a  nationally  recognized  system  for  technology 
evaluation,  prequalification  and  approval,  and  its  importance  in  the  market- 
place, has  increased  dramatically  in  the  last  decade.  This  is  due,  at  least 
in  part,  to  the  already  noted  increase  in  the  frequency  of  product  liability 
claims  and  regulatory  activity.  In  fact,  the  product  acceptance  programs  that 
have  been  instituted  by  model  code  organizations,  trade  associations,  political 
jurisdictions,  building  owner/users,  and  others,  are  themselves  an  acknowledgement 
of  this  need.  Most  have  evolved  independently  and  provide  services  that  are  to 
varying  degrees,  similar.  However,  they  all  fall  short  of  the  kind  of  system 
that  will  engender  the  respect  that  can  overcome  resistance  to  change,  reluctance 
to  accept  risk,  and  the  inability  of  most  decisionmakers  to  cope  with  new  and 
innovative  technologies  and  the  costs  involved. 

Today  there  are  innovative  products  and  materials  that  enter  the  home  building 
industry  without  the  benefit  of  an  authoritative  evaluation,  prequalification 
and  approval--in  fact,  without  having  been  subjected  to  any  process  for  deter- 
mining adequacy  for  the  intended  use.  Significant  occurrences  of  this  nature 
need  to  be  identified,  and  their  origins  and  the  channels  they  followed  to  the 
marketplace  need  to  be  traced.  The  transfer  of  technical  information  between 
industries  also  is  slow  and  haphazard.  There  are  no  incentives  to  isolate 
technologies  in,  for  example,  the  aerospace  or  automotive  industries,  and  deter- 
mine their  potential  usages  in  housing  and  building.  This  fact  gives  rise  to 
the  corollary  need  for  better  communication  among  industries,  and  for  a  positive 
system  for  bringing  the  potential  benefits  of  high  technologies  to  the  housing 
and  building  community. 

Allegations  that  certain  innovative  products  and  materials  are  restricted  from 
the  domestic  market,  confusion  as  to  the  capabilities  or  acceptance  of  some 
certification  and  validation  programs,  and  concern  regarding  costs  of  currently 
available  certification/validation  services,  are  among  the  more  important  issues 
that  need  to  be  addressed.  It  is  this  current  status  of  change  and  controversy 
that  invite  and  require  careful  study  of  ways  to  improve  the  process  of  technology 
introduction  in  the  housing  industry.  This  NIBS  is  doing. 

The  overall  goals  of  the  NIBS  effort  are:  (1)  to  document  and  assess  how 
current  product  approval  practices,  including  certification  and  validation  pro- 
grams, are  affecting  the  acceptance,  introduction,  and  use  of  valuable  and  needed 
building  materials,  products,  components,  subsystems,  and  systems;  (2)  to  deter- 
mine if  unnecessary  impediments  exist,  and,  where  such  impediments  do  exist, 
to  recommend  specific  and  practical  ways  to  remove  them;  and  (3)  to  develop  an 
efficient,  well  coordinated,  voluntary,  nationally  recognized  system  for  perfor- 
mance criteria  development,  and  for  technology  evaluation,  prequalification  and 
approval . 
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Subject  to  continued  improvement  and  refinement  by  a  body  of  informed  and 
involved  individuals  drawn  from  a  wide  spectrum  of  public  and  private  interests 
in  housing  and  building,  including  consumers,  the  current  NIBS  project  consists 
of  the  following  phases: 

PHASE  I   Documentation  of  Present  Practice  and  Programmatic  Requirements 

A.  Description  of  the  socioeconomic,  administrative,  legal,  and 
technical  needs,  problems  and  opportunities  associated  with  the 
acceptance  of  building  materials,  products,  components,  subsystems, 
and  systems  in  the  United  States. 

B.  Identification  of  current  product  acceptance  practices  used  by  the 
public  and  private  sectors  of  the  building  community,  and  develop- 
ment of  basic  programmatic  requirements  for  an  authoritative, 
nationwide,  and  nationally  recognized  system  for  the  evaluation, 
prequalification,  and  approval  of  materials,  products,  components, 
subsystems,  and  systems  based  on  a  survey  of: 

State  and  local   building  regulatory  agencies  and  model   code- 
writing  organizations. 

Developers,  and  builders  and  contractors. 

Design  professionals. 

Mortgage  lenders,  insurers,  testing  laboratories,  and  labor 
and  trade  organizations. 

Building  owner/users,  including  consumers. 

Federal  construction  and  construction-related  agencies. 

Phase  II  Analysis 

A.  Development  of  criteria  with  which  to  compare  current  product 
approval  practices,  including  certification/validation  programs, 
with  fundamental  user  needs  and,  if  overlaps,  gaps  and  inadequacies 
exist  in  current  practices,  identify  them. 

B.  Preparation  of  a  comparative  analysis  of  the  needs  of  each  user 
category  in  relation  to  available  means. 

Phase  III  System  Development  and  Testing 

A.       Development  of  techniques,  including  benefit-cost  and  risk 

assessment  techniques,  for  evaluating  recommendations  for  improve- 
ment of  existing  approval /acceptance  practices,  and  for  evaluating 
alternative  systems  of  building  product  evaluation,  prequalification, 
and  approval . 
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B.  Development  of  alternative  conceptual  programs  for  a  nationally 
recognized  system  of  building  product  evaluation  and  approval 
that  address  the  broad  range  of  requirements  identified  in  the 
documentation  and  analysis  phases. 

C.  Evaluation  and  ranking  of  the  alternatives  based  on  the  assess- 
ment criteria. 

D.  Identification  of  individual  recommendations  for  change,  addition, 
and  other  improvements  to  current  building  product  evaluation 

and  approval  practices. 

Phase  IV  Implementation 

A.  Development  of  a  series  of  reconmendations  and  a  schedule  for 
action  by  the  appropriate  building  community  organizations  to  . 
implement  the  proposed  program. 

B.  Development  of  monitoring,  evaluation  and  reporting  programs. 

This  effort  will  be  coordinated  with  the  corollary  Institute  program  to,  long- 
range,  evolve  a  system  for  the  development  and  promulgation  of  performance 
criteria  that  ultimately  must  provide  the  basis  for  any  meaningful  prequalifi- 
cation  system. 

NIBS  believes  that  only  through  the  type  of  system  discussed  herein  can  the 
flow  of  much  needed  new  technology  in  the  housing  and  building  industry  be 
accelerated. 

Finally,  because  the  need  to  encourage  housing  technology  at  its  cutting  edge 
is  so  important  to  future  housing  affordabil ity,  the  Institute  is  exploring 
the  possible  need  to  intervene  directly  in  the  prequalification  process-  for 
the  truly  innovative  materials,  products,  and  services.  Most  public  agencies 
and  private  organizations--except,  for  example,  the  limited  reach  of  the  current 
FHA  materials-release  program--simply  are  not  equipped  to  deal  with,  nor  do  they 
necessarily  see  their  mission  as  dealing  with,  the  truly  innovative  aspects  of 
technology.  By  truly  innovative  technology,  it  is  meant  entirely  new  materials, 
products,  and  services,  where  there  is  no  record  of  in-use  performance,  nor 
even  a  record  of  performance  of  like  materials,  products,  or  services  from_ 
which  to  extrapolate  means  for  predicting  performance.  A  capability  of  this 
nature  is  desperately  needed. 

The  current  NIBS  program  already  enjoys  a  measure  of  support  by  Federal  agencies 
and  the  private  sector.  However,  much  greater  support  and  participation  is 
needed  if  the  scope  of  the  program  is  to  be  commensurate  with  the  need.  Any 
help  the  Conmittee  can  give  NIBS  in  making  this  program  and  the  overall  goals 
a  reality  will  be  greatly  appreciated. 


statement  of 

NELSON  M.  ROSENBAUM 

Chair,  Task  Force  on  Finance  and  Governance 

National  Neighborhood  Coalition 

on 

S.  586,  Neighborhood  Development  Demonstration  Act  of  1983 

My  name  is  Nelson  M.  Rosenbaum.   I  am  President  of  the 
Center  for  Responsive  Governance,  a  non-profit  research 
institution  in  Washington,  D.C. ,  and  Editor  of  the 
Journal  of  Community  Action.   I  also  serve  as  Chairperson 
of  the  Task  Force  on  Finance  and  Governance  of  the  National 
Neighborhood  Coalition,  on  behalf  of  which  I  am  pleased  to 
submit  this  testimony  in  support  of  S.  5  86,  the  Neighborhood 
Development  Demonstration  Act  of  19  83. 

The  Neighborhood  Coalition  is  composed  of  over  forty 
national  non-profit  organizations  which  either  enroll  neighbor- 
hood groups  as  members  or  serve  community  organizations  through 
research,  training,  or  technical  assistance.   Through  its 
monthly  meetings  and  its  informational  activities,  the  Coalition 
seeks  to  advance  the  interests  of  some  10,000  neighborhood- 
based  organizations  engaged  in  development  and  service  activities 
within  their  communities. 

The  National  Neighborhood  Coalition  strongly  endorses  S.  586 
and  urges  its  adoption  by  Congress.  This  endorsement  and  support 
is  based  upon  four  points: 

1.   The  proposed  legislation  would  help  to  maintain  the 
vital  infrastructure  of  neighborhood  organizations  that  has 
developed  over  the  last  twenty  years. 

Neighborhood-based  non-profit  groups  engaged  in  community 
service  and  development  represent  a  vital  infrastructure  of 
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organizational  capability  in  low  and  moderate  income  communities 
across  the  United  States.   This  infrastructure  reflects  the 
aspirations  of  citizens  in  these  communities  for  a  better  future, 
Over  the  past  two  decades,  neighborhood  organizations  have 
demonstrated  their  ability  to  rehabilitate  housing,  train  people 
for  jobs,  spur  new  enterprise  development,  deliver  essential 
services,  and  sponsor  neighborhood  physical  improvements.   Now, 
given  recent  drastic  cutbacks  in  the  availability  of  federal 
funds,  this  vital  infrastructure  is  at  risk. 

To  a  large  extent,  the  growth  of  neighborhood-based 
organizations  over  the  past  two  decades  has  been  spurred  by  the 
availability  of  federal  funds.   Neighborhood  groups  realize  that 
the  dependence  on  federal  funding  could  not  and  should  not  last 
indefinitely.   Most  recognize  that  a  transition  to  other  sources 
of  funding  is  necessary  and  feasible  over  a  reasonable  period 
of  time. 

Many  organizations  have  already  established  partnerships 
with  the  corporate  sector.   Others  are  actively  selling  their 
services  to  the  public.   Still  others  are  actively  engaged  in 
grassroots  fundraising.   But  they  cannot  make  this  transition 
without  any  assistance.   We  strongly  believe  that  it  is  the 
responsibility  of  the  federal  government  to  help  neighborhood 
groups  make  this  transition  effectively  by  providing  continued 
government  funding  in  a  form  that  will  encourage  the  development 
of  new  funding  strategies.   That  is  one  of  the  key  objectives 
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of  the  matching  grant  provision  of  the  Neighborhood  Development 
Demonstration  Act  of  1983  and  we  support  that  provision  vigorously, 

2 .   The  proposed  legislation  supplements  and  reinforces 
other  recent  initiatives  to  strengthen  private  giving  to  non- 
profit neighborhood  organizations. 

The  Economic  Recovery  Tax  Act  of  19  81  explicitly  recognized 
the  importance  of  encouraging  charitable  giving  by  low  and 
moderate  income  citizens  by  allowing  non-itemizers  to  deduct  a 
portion  of  their  donations  beyond  the  standard  deduction.   The 
explicit  rationale  of  the  change  was  the  hope  that  small 
neighborhood-based,  self-help  organizations  would  thereby  be 
enabled  to  raise  additional  revenue  from  their  constituencies. 
The  1981  Tax  Act  also  raised  the  proportion  of  taxable  income 
that  corporations  could  donate  to  non-profit  organizations  from 
5%  to  10%.   At  the  state  level,  some  eight  states  now  have 
enacted  "Neighborhood  Assistance  Plans",  through  which  corpora- 
tions may  take  a  state  tax  credit  for  a  portion  of  their 
donations  to  neighborhood  development  organizations.   Pennsylvania 
is  the  leading  state  in  the  nation  in  the  development  and 
implementation  of  its  Neighborhood  Assistance  Plan.   The  proposed 
bill  would  go  a  long  way  toward  encouraging  and  reinforcing  these 
other  initiatives  by  providing  a  strong  additional  incentive  for 
private  giving. 
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3.  The  proposed  legislation  minimizes  bureaucratic 
discretion,  delay  and  red  tape. 

We  applaud  the  fact  that  S.  586  establishes  a  very  simple 
mechanism  of  federal  funding.   Eligibility  for  the  program  is 
established  through  clear  legislative  criteria.   The  selection 
process  is  simple  and  straightforward,  guided  by  a  peer  review 
process  rather  than  by  the  exercise  of  arbitrary  authority  by 
bureaucrats  in  Washington.   Participating  organizations  receive 
their  funds  through  a  simple  certification  procedure  which  is 
subject  to  audit.   Organizations  are  free  to  use  the  funds  for 
any  of  the  eligible  purposes  based  on  their  track  record — 
without  excessive  guidelines  from  Washington  or  pressure  to 
conform  to  a  favored  model.   Thus,  in  contrast  to  previous 
grant  programs  which  provided  funds  to  neighborhood  groups, 
the  proposed  bill  establishes  a  much  improved  mechanism  for 
federal  financial  assistance. 

4.  The  proposed  legislation  would  provide  unrestricted 
funds  that  could  be  used  to  leverage  private  sector  partner- 
ship in  neighborhood  development. 

Previous  federal  grants  programs  supported  specific 
projects  by  neighborhood  development  organizations.   While 
leveraging  of  private  sector  investment  was  sometimes 
required  if  feasible,  the  restricted  nature  of  the  funds 
narrowed  the  scope  of  potential  partnership.   Under  the  new 
mechanism  of  funding  outlined  by  the  proposed  legislation, 
the  funds  provided  would  be  general  and  unrestricted,  usable 
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for  the  purposes  which  the  organization  feels  are  most 
appropriate.   Thus,  these  funds  would  be  available  to 
leverage  a  wide  range  of  private  sector  investments  which 
are  available  to  neighborhood  groups.   The  Local  Initiative 
Support  Corporation,  for  example,  has  a  capital  base  of 
some  $30  million  available  for  investment  in  neighborhood 
development  on  a  leveraged  basis. 

Within  the  context  of  our  strong  support  of  S.  586, 
the  National  Neighborhood  Coalition  also  wishes  to  suggest 
one  change  in  the  proposed  legislation  for  consideration  by 
the  Subcommittee.   The  Coalition  endorses  the  need  for  the 
closest  possible  coordination  of  activities  between  neighborhood- 
based  organizations  and  agencies  of  local  government.   Their 
activities  must  be  mutually  supportive.   The  Coalition  feels, 
however,  that  the  provision  in  S.  586  for  mandatory  local 
government  certification  of  applications  for  assistance  prior 
to  submission  may  be  conducive  to  delay  and  may  impede  rather 
than  encourage  the  coordination  which  all  parties  desire.   The 
Coalition  suggests,  as  an  alternative,  a  time-limited  opportunity 
for  local  government  to  review  applications  and  to  specify 
areas  of  inconsistency.   Should  the  local  government  find 
inconsistencies,  these  should  be  brought  to  the  attention  of 
the  Secretary  of  HUD,  who  could  then  evaluate  means  of  resolving 
the  difficulties.   This  would  serve  the  purpose  of  insuring 
consistency,  while  still  keeping  applications  flowing  on  a 
timely  basis.   At  the  Subcommittee's  request,  the  Neighborhood 
Coalition  would  be  happy  to  suggest  specific  legislative 
language  reflecting  the  recommended  approach. 

Once  again,  let  me  express  my  appreciation  to  the 
Housing  and  Urban  Affairs  Subcommittee  for  this  opportunity 
to  submit  testimony.   The  Neighborhood  Coalition  commends 
Senator  Heinz  and  the  co-sponsors  of  the  legislation  for 
their  efforts  in  behalf  of  stronger  neighborhoods. 
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February  11,  I983 

Senator  Paul  Laxalt 

Room  SR  323A 

Russell  Senate  Office  Building 

Washington,  D.C.  20510 

Dear  Senator  Laxalt: 

This  letter  is  being  sent  to  you  because  I  am  a  concerned 
Nevadan  and  a  business  person  dedicated  to  surviving  the  80's. 

We  are  a  new  construction  company  building  custom  homes  at 
affordable  prices.   Our  homes  are  being  marketed  through  selected 
REALTORS.   During  January,  I983,  our  business  was  very  good.   The 
REALTORS  we  work  with  are  very  enthusiastic,  and  the  buying  public 
has  responded  in  a  very  positive  way.   This  has  resulted  in  over 
$3  million  in  sales.   However,  all  of  this  could  conceivably  come  to 
an  abrupt  end. 

Within  the  last  three  weeks  the  cost  of  building  materials 
has  taken  a  sharp  rise.   Lumber,  as  an  example,  has  had  a  price 
increase  of  over  60^.   The  lumber  industry  states  that  it  has  lost 
money  over  the  last  two  years.   Has  this  not  also  been  the  case 
with  all  of  us?   This  kind  of  increase,  after  contracts  have 
been  signed,  creates  an  obvious  problem  with  profitability 
and/or  renegotiating  the  price  of  the  home  with  the  customer. 
The  next  solution  is  for  builders  in  general  to  start  raising 
their  sales  prices  dramatically.   Our  industry,  our  local,  state 
and  federal  governments  need  to  respond  and  not  allow  this 
to  occur.   If  we  are  to  continue  on  the  road  to  recovery, 
contractors,  building  material  suppliers,  lenders,  and  labor 
must  be  patient.   Increases  must  be  gradual. 

It  is  important  that  all  concerned  with  the  reinstatement 
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of  a  strong  economy  take  a  firm  stand  against  such  unacceptable 
price  increases.   How  this  can  be  accomplished,  I'm  not  certain. 
We  cannot  just  stop  buying  lumber  and  other  materials.   What 
do  you  suggest? 

I  would  be  willing  to  serve  on  a  committee,  sanctioned  by 
a  local  or  federal  government  agency,  whose  task  it  would  be 
to  investigate  and  attempt  to  solve  this  problem.   I  feel  these 
same  state  and  federal  entities  should  let  it  be  known  that 
they  are  against  such  dramatic  increases  in  pricing.   The  inability 
to  raise  prices  over  the  last  two  years  cannot  be  the  basis  for 
increases  within  such  a  short  time  frame. 

I  look  forward  to  your  response.   Please  feel  free  to 
call  on  me  if  I  can  be  of  any  assistance  to  you  regarding  this 
serious  matter. 


?y  C.  Yanke 
Chairman  of  the  Board 


RY/ps 
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Corporate  Public  Involvement 

151  Farmington  Avenue 
Hartford,  CT  06156 
(203)  273-0123 


March  10,  1983 


Chairman,  Senate  Housing  Subcommittee 


Dear  Mr.  Chairnoan: 

On  behalf  of  /Etna  Life  &  Casualty,  we  would  like  to  offer  our 
support  to  the  Neighborhood  Development  Demonstration  Act  of 
1983.  The  Act  would  provide' community  based  development  organi- 
zations with  the  unrestricted  seed  capital  they  so  critically 
need  to  leverage  private  contributions  and  investments  for  housing 
and  economic  development  projects  in  their  neighborhoods. 

We  have  had  the  privilege,  during  the  past  three  years,  of  parti- 
cipating in  a  unique  public-private-community  partnership  that  we 
believe  demonstrates  what  can  be  accomplished  by  neighborhood 
development  organizations.  Our  National  Urban  Neighborhood  Invest- 
ment Program,  undertaken  jointly  by  /Etna  Life  &  Casualty  and  the 
National  Training  and  Information  Center,  has  operated  in  first 
six,  and  now  11,  low  income  urban  neighborhoods  to  combine  grant 
and  investment  funds  with  training  and  technical  assistance.  The 
program  has  two  principal  aims:  to  build  the  capacity  of  community 
based  advocacy  groups  to  lead  the  revitalization  of  their  neighbor- 
hoods, and  to  leverage  the  participation  of  local  governments  and 
other  private  donors  and  investors. 

A  case  study  of  the  results  of  the  first  two  years  of  our  program  is 
enclosed  for  your  use.  We  would  like  to  highlight  a  few  of  the  key 
points  we  have  learned  from  our  experience: 

1.  Neighborhood  organizations,  even  those  with  little  prior  experience, 
can  be  successful  in  their  efforts  to  operate  as  developers  in 
neighborhoods  where  little  private  or  public  investment  is  occurring. 


/Etna  Lite  Insurance  Company/The  i€lna  Casuajt^and  Surety  Company 
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2.  ^Etna's  up-front  commitment  to  finance  mortgages  at  below-market 
rates  for  feasible  development  projects  sponsored  by  the  neigh- 
borhood groups  enabled  them  to  leverage  financing  from  city  programs 
and  other  private  lenders  that  would  not  otherwise  have  been  available. 

3.  Similarly,  the  neighborhood  organizations  were  able  to  use  our  grant 
dollars  to  leverage  other  public  and  private  contributions  to  pay 
for  their  development  staff  and  operating  costs.  With  the  loss  of 
funding  previously  available  through  programs  like  VISTA  and  the 
Community  Services  Administration,  this  is  the  most  difficult  kind 
of  funding  to  obtain,  but  without  it  neighborhood  groups  cannot 
sustain  the  staff  necessary  to  plan  and  package  development  projects 
for  financing. 

4.  Once  neighborhood  organizations  gain  some  experience  in  development, 
they  are  able  to  sustain  their  momentum,  undertake  projects  of 
increasing  scale  and  complexity,  create  jobs  in  their  communities, 
generate  revenues  to  support  their  own  operations  and,  most  impor- 
tant, make  a  significant  difference  in  the  quality  of  life  in  their 
neighborhoods . 

/Etna  Life  &  Casualty  undertook>  this  program  because  we  believe  that  the 
economic  health  of  inner  city  neighborhoods  is  important  to  the  long  term 
success  of  our  businesses.  During  the  first  two  years  of  our  program, 
about  900  units  of  housing  for  low  and  moderate  income  people  have  been 
developed;  /Etna's  $11  million  in  mortgage  commitments  has  leveraged  over 
$1  million  in  grants  and  $33  million  in  investments  for  the  original  six 
neighborhood  organizations.  The  success  of  the  program  demonstrates  to 
us,  and  we  hope  to  many  other  corporations,  that  a  corporate  investor 
can  do  business  successfully  with  community  based  development  organizations 
in  a  manner  that  meets  corporate  objectives  as  well  as  community  objectives, 
and  serves  the  public  interest.  Our  satisfaction  with  the  results  of  the 
first  two  years  of  our  work  in  New  York,  Chicago,  Philadelphia  and  Cleve- 
land led  us  to  expand  the  program  in  1982  to  neighborhoods  in  Washington, 
D.C. ,  New  Orleans,  LA,  Lowell,  MA  and  our  headquarters  city,  Hartford,  CT. 

We  believe  that  the  Neighborhood  Development  Demonstration  Act  of  1983 
would  contribute  to  the  revitalization  of  low  income  neighborhoods  in 
three  ways.   First,  it  would  provide  badly  needed  and  hard  to  obtain 
"venture  capital"  to  the  neighborhood  groups  best  able  to  set  develop- 
ment priorities  and  carry  out  successful  projects  in  their  communities. 
Second,  the  knowledge  thatprivate  contributions  will  trigger  federal 
matching  funds  will  stimulate  corporations,  foundations  and  individuals 
to  enter  into  partnerships  with  community  based  organizations  in  the  cities 
that  are  important  to  them.  Third,  it  will  help  many  organizations  achieve 
the  critical  mass  in  their  development,  job-creating  and  revenue  generating 
ventures  that  can  sustain  them  beyond  the  three-year  period  of  the  demonstration 
program. 

For  these  reasons,  /Etna  Life  &  Casualty  urges  you  to  favorably 
report  the  Neighborhood  Development  Demonstration  Act  of  1983. 
As  you  can  see  from  the  foregoing,  we  have  some  experience  in 
working  with  neighborhood  development  organizations  and  would 
be  pleased  to  assist  you  in  any  way  we  can. 

Sincerely, 


L-/^— ^// 


Sanford  Cloud,  Jr.        '  Alison  G."  Coolbrith,  CLU 

Chairman,  Corporate  Responsibility     Vice  President 

Investment  Committee         Corporate  Public  Involvement 


FISCAL  YEAR  1984  HUD  AUTHORIZATIONS 


WEDNESDAY,  MARCH  9,  1983 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Subcommittee  on  Housing  and  Urban  Affairs, 

Washington,  D.C. 

The  subcommittee  met  at  10:10  a.m.,  in  room  SD-538,  Dirksen 
Senate  Office  Building,  Senator  John  G.  Tower  presiding. 

Present:  Senators  Tower,  D'Amato,  Trible,  Riegle,  Sarbanes,  and 
Lautenberg. 

OPENING  STATEMENT  OF  SENATOR  TOWER 

Senator  Tower.  The  committee  will  come  to  order. 

This  morning  we  turn  to  two  specific  subjects  in  the  HUD  au- 
thorization bill.  First,  we  will  consider  the  reauthorization  of  the 
community  development  block  grant  and  urban  development  action 
grant  programs. 

These  are  two  programs  in  which  I  take  some  pride  of  sponsor- 
ship and  believe  they  have  more  than  met  the  expectations  that 
Congress  set  in  their  original  enactment. 

There  is  no  question  these  programs  ought  to  be  reauthorized  for 
another  3  years,  but  overlying  simple  reauthorization  is  a  more 
complex  new  federalism  proposal  to  merge  community  develop- 
ment block  grants  with  general  revenue  sharing  and  to  merge  the 
state-run  small  cities  block  grants  with  some  20  other  State  grant 
programs. 

This  proposal  contains  the  potential  for  fundamental  changes  in 
the  objectives  and  structure  of  the  existing  program.  If  the  new  fed- 
eralism package  is  adopted  and  the  States  and  cities  continue  to 
use  Federal  funds  to  meet  the  physical  development  needs  of  local 
government,  though  their  expenditures  principally  serve  the  needs 
of  low  and  moderate  income  citizens. 

In  this  and  other  hearings,  the  Banking  Committee  intends  to 
check  the  impact. 

This  morning's  second  panel  will  explore  the  major  new  propos- 
als in  the  fiscal  year  1984  HUD  bill.  HUD  intends  to  change  the 
basis  on  which  it  distributes  operating  subsidies  to  public  housing 
agencies  from  the  performance  funding  system  to  a  system  based 
on  fair  market  rents. 

Our  panel  will  explore  all  sides  of  the  issue.  The  committee  must 
decide  whether  or  not  fair  market  rents  affect  the  rents  charged  by 
private  landlords  in  different  market  areas,  bear  actively  on  the 
operating  costs,  and  whether  such  a  system  can  be  transferred  to 
public  housing  agencies  to  reflect  their  cost  of  operation. 
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This  is  such  an  important  issue  that  I  propose  to  loosen  our 
normal  rules  somewhat.  We  will  have  our  normal  question  period, 
but  I  hope  we  will  encourage  the  free  exchange  of  ideas  among  and 
between  our  four  witnesses  and  the  committee  members. 

Before  I  turn  to  our  panel  this  morning,  let  me  yield  to  the  dis- 
tinguished ranking  member  of  the  subcommittee,  Mr.  Riegle. 

Senator  Riegle.  Thank  you.  Chairman  Tower. 

I  am  delighted  to  see  our  witnesses,  and  I  am  anxious  to  hear 
from  them. 

I  would  like  to  say  one  other  thing  that  you  should  be  aware  of; 
that  is,  the  Senate  Budget  Committee,  of  which  both  Senator 
Tower  and  I  are  members,  are  also  meeting  this  hour  in  the  initial 
phases  of  markup  of  the  budget.  So  we  are  caught  in  the  dilemma 
of  having  to  be  two  places  at  once. 

So  from  time  to  time  I  am  going  to  have  to  leave  to  be  present 
upstairs.  Don't  take  that  as  a  sign  of  a  lack  of  great  interest  in 
your  presentations,  because  we  are  very  interested  in  what  you 
have  to  say  this  morning. 

Thank  you,  Mr.  Chairman. 

Senator  Tower.  Budget  deliberations,  of  course,  are  of  enormous 
importance.  I,  for  one,  of  course  understand  the  necessity  for  Sena- 
tor Riegle  to  be  there. 

I  suggest,  however,  that  I  will  stay  here  and  will  trust  my  distin- 
guished friend  from  Michigan  to  fiercely  defend  my  interests  in  the 
Budget  Committee.  [Laughter.] 

Our  panel  on  community  development  this  morning  consists  of 
the  Honorable  Vincent  J.  Thomas,  representing  the  U.S.  Confer- 
ence of  Mayors,  from  Norfolk,  Va.,  the  mayor  of  that  very  fine  city, 
which  I  personally  became  acquainted  with  as  an  18-year-old  lad  in 
the  U.S.  Navy,  further  back  than  I  care  to  remember.  I  imagine 
Mayor  Thomas  was  a  mere  boy  at  the  time. 

The  Honorable  Jim  Scott,  representing  the  National  Association 
of  Counties,  county  supervisor,  from  Fairfax,  Va. 

The  Honorable  Kathy  Reynolds,  representing  the  National 
League  of  Cities,  a  city  council  member  from  the  mile-high  city  of 
Denver. 

And  Mr.  Juan  Montes,  representing  the  Working  Group  for  Com- 
munity Development  Reform,  Campana  Pro  Preservacion  del 
Barrio,  from  El  Paso,  Tex.  He  is  accompanied  by  Mr.  Paul  Bloyd, 
also  of  the  Working  Group. 

First  off  this  morning,  we  will  hear  from  the  witnesses  in  the 
order  that  they  are  listed  on  our  agenda.  We  will  hear  first  from 
the  Honorable  Vincent  J.  Thomas,  mayor  of  Norfolk.  Your  Honor, 
you  may  proceed. 

May  I  say  at  the  outset  that  if  you  have  lengthy  statements  pre- 
pared we  would  prefer  that  you  submit  those  for  the  record— they 
will  printed  in  full,  in  their  entirety  in  the  record— and  proceed  to 
summarize  them  so  we  can  give  over  as  much  time  as  possible  to 
questions. 
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STATEMENTS  OF  VINCENT  J.  THOMAS,  U.S.  CONFERENCE  OF 
MAYORS,  MAYOR,  NORFOLK,  VA.;  JIM  SCOTT,  NATIONAL  ASSO- 
CIATION OF  COUNTIES,  COUNTY  SUPERVISOR,  FAIRFAX,  VA.; 
KATHY  REYNOLDS,  NATIONAL  LEAGUE  OF  CITIES,  CITY  COUN- 
CIL MEMBER,  DENVER,  COLO.;  AND  JUAN  MONTES,  WORKING 
GROUP  FOR  COMMUNITY  DEVELOPMENT  REFORM,  CAMPANA 
PRO  PRESERVACION  DEL  BARRIO,  EL  PASO,  TEX.,  ACCOMPA- 
NIED BY  PAUL  BLOYD 

Mr.  Thomas.  Thank  you,  Mr.  Chairman  and  Senator  Riegle. 
I  am  Vincent  J.  Thomas,  indeed  the  mayor  of  Norfolk,  Va.,  the 
capital  of  the  U.S.  Navy,  and  we  appreciate  your  continuing  inter- 
est in  the  activities  in  our  community,  Senator. 

I  am  also  representing  the  U.S.  Conference  of  Mayors,  where  I 
chair  the  Standing  Committee  on  Community  Development,  Hous- 
ing and  Economic  Development. 

TWO  HIGHEST  PRIORITIES 

Reauthorization  of  the  community  development  block  grant  and 
urban  development  action  grant  programs  are  two  of  the  highest 
priorities  of  the  U.S.  Conference  of  Mayors  this  year. 

These  programs  have  proven  to  be  efficient,  popular  and  effective 
vehicles  for  providing  assistance  to  cities  that  need  those  programs. 

We  appreciate  very  much  the  strong  support  that  this  committee 
and  its  members  have  extended  in  the  past  to  community  develop- 
ment and  UDAG,  and  we  look  forward  to  working  with  you, 
reauthorizing  it  for  another  3  years. 

In  preparation  for  this  reauthorization  process,  I  chaired  a  meet- 
ing in  January  of  the  U.S.  Conference  of  Mayors,  and  I  want  to 
share  some  of  the  views  of  that  group  and  their  concerns  here 
today. 

Our  concerns  about  reauthorization  are,  first,  the  funding  level, 
and  we  as  the  Conference  of  Mayors  support  a  funding  level  of  at 
least  $41/2  billion  in  fiscal  year  1984. 

We  ask  for  that  increase  because  of  the  erosion  of  the  program 
through  inflation  since  it  has  been  funded  at  a  constant  level,  and 
also  because  there  are  60  additional  cities  which  are  covered  in  the 
entitlement  area  this  year.  That  represents  about  10  percent  of  the 
whole  program. 

SUPPORT  ASSISTANCE  FOR  NEW  CONSTRUCTION  FOR  HOUSING 

We  support  assistance  for  new  construction  for  housing.  Howev- 
er, the  Conference  of  Mayors  strongly  opposes  the  administration's 
proposal  to  add  new  construction  of  housing  to  the  list  of  eligible 
activities  for  the  community  development  block  grants.  We  feel 
this  should  be  a  separate  program  with  a  separate  purpose,  sepa- 
rately funded. 

We  oppose  the  administration's  request  for  repeal  of  the  lump 
sum  drawdown  provisions  of  the  current  law. 

We  oppose  the  repeal  of  section  312  and  feel  it  should  be  funded 
at  least  to  the  extent  of  the  returns  to  that  program. 

We  also  oppose  repeal  of  section  108  loan  guarantee  programs, 
which  have  become  increasingly  popular  with  the  cities. 
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As  far  as  the  public  services  cap  goes,  we  support  that  cap,  but 
also  support  a  process  whereby  there  can  be  waivers  granted  to 
particular  cities. 

In  my  city,  for  instance,  17  percent  of  our  CD  program  is  in 
public  services.  This  covers  the  operation  of  a  number  of  communi- 
ty centers  and  recreation  centers  which  are  carryovers  from  the 
old  model  cities  programs.  At  this  time  of  high  unemployment, 
about  90  percent  of  their  complement  are  low-income  minority  per- 
sons who  work  to  run  these  centers.  Any  reduction,  any  failure  to 
be  able  to  get  a  waiver  on  this  program  would  probably  cause  the 
layoff  of  these  people. 

In  the  UDAG  program,  we  have  two  major  concerns  growing  out 
of  the  administrative  proposals.  First,  we  reject  the  administra- 
tion's proposal  to  reduce  the  authorization  to  $196  million  in  fiscal 
year  1984. 

The  economy  appears  to  be  beginning  its  long-hoped-for  recovery. 
This  program  is  one  that  will  operate  best  when  conditions  are  im- 
proving and  interest  rates  are  going  down.  Although  these  finan- 
cial conditions  have  kept  some  of  these  UDAG  projects  from  being 
funded,  now  that  things  are  picking  up,  we  feel  that  there  are  a 
number  of — a  great  backlog  of  projects  waiting  to  be  funded. 

So  cutting  this  program  at  this  particular  time  seems  to  be  very 
unwise.  We  feel  that  those  carryover  funds  will  be  very  quickly 
used  up  as  our  economy  improves. 

Second,  the  administration  has  proposed  to  shift  central  cities  of 
MSA's  with  less  than  50,000  population  into  the  small  cities  catego- 
ry for  UDAG  purposes.  The  stated  reason  is  that  the  current  small 
cities  universe  is  not  able  to  use  the  funds  set  aside  for  it. 

Well,  is  it  lack  of  investment  interest?  Is  it  lack  of  capacity? 

Surely,  it  is  not  for  lack  of  additional  cities  in  the  competition. 
Aga'n,  this  is  designed  for  a  healthy  economy. 

URGE  THE  COMMITTEE  TO  REJECT  HUD's  PROPOSAL 

We  urge  the  committee  to  reject  HUD's  proposal. 

Under  the  housing  assistance  programs,  the  Conference  of 
Mayors  strongly  supports  the  passage  of  new  legislation  author- 
izing housing  assistance  programs  for  the  coming  decade. 

We  believe  that  this  must  be  a  balanced  program,  and  the  bal- 
ance should  include  funding  for  section  202  housing  for  the  elderly 
and  handicapped,  public  housing  development,  separate  rural  hous- 
ing programs,  substantial  new  section  8  existing  housing  certifi- 
cates. 

In  addition,  the  time  has  come  to  adopt  a  new  program  to  assist 
in  the  development  of  new  and  rehabilitated  multihousing  pro- 
grams. The  mayors  feel  very  strongly  on  this  point. 

Last  year,  your  committee  made  a  serious  effort  for  the  new  pro- 
duction program.  The  result,  S.  2607,  was  a  major  improvement 
over  the  administration's  proposal.  We  did  not  agree  with  every 
detail  of  this  bipartisan  effort;  however,  we  strongly  support  the 
central  role  the  bill  gave  to  local  and  State  governments.  We  sup- 
port the  flexibility  to  undertake  new  construction  as  well  as  reha- 
bilitation. 
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On  the  other  hand,  we  feel  the  bill  was  burdened  with  unneces- 
sary restrictions  and  the  funding  provided  was  inadequate  to  the 

need. 

As  you  know,  the  Conference  of  Mayors  has  supported  a  block 
grant  approach  to  providing  capital  assistance  for  housing  produc- 
tion for  some  time.  In  the  last  2  years  we  have  worked  closely  with 
the  National  League  of  Cities  and  with  the  Council  of  State  Hous- 
ing Agencies  to  create  a  broad  consensus  on  the  details  of  such  an 
effort. 

The  central  tenets  of  our  approach  can  be  summarized  as  follows: 

First,  continued  operation  of  the  section  8  existing  certificate 
program  to  provide  long-term  subsidies. 

Second,  sufficient  funds  to  make  the  program  workable  in  a 
broad  range  of  localities,  at  least  $1  billion  in  contract  authority. 

Certainty  of  funding  levels  for  the  primary  recipients,  especially 
cities.  Localities  must  know  how  much  they  can  reasonably  expect 
to  get  in  the  program  in  order  to  justify  the  tremendous  staff  in- 
vestment that  participation  would  entail. 

Fourth,  to  allocate  the  funds  based  on  actual  housing  needs. 

Fifth,  maintain  a  diversity  of  production  mechanisms.  There 
should  continue  to  be  a  role  for  HUD  and  for  State  housing  finance 
agencies  and  States  as  well  as  the  cities. 

Sixth,  permit  maximum  flexibility  in  the  use  of  funds.  Please 
don't  try  to  tell  us  how  to  make  housing  production  take  place. 

Seventh,  a  substantial  portion  of  the  funds  must  be  set  aside  for 
production  or  rehabilitation  of  units  for  low-  and  moderate-income 
persons. 

We  will  work  with  you  to  implement  the  details  of  that  program. 

PUBLIC  HOUSING  HAS  TW^O  MAJOR  CONCERNS 

In  public  housing  we  have  two  major  concerns;  first,  the  change 
in  the  formula  used  to  provide  operating  subsidies.  Based  on  what 
we  know  of  this,  we  are  concerned  that  this  new  system  will  end 
up  leaving  major  housing  authorities  with  insufficient  funds  to  op- 
erate their  housing  inventory.  We  urge  Congress  to  examine  these 
proposals  closely.  Budget  concerns  should  not  be  an  overriding 
issue  in  determining  the  assistance  level  of  the  existing  assisted 
housing. 

It  would  seem  to  me,  Mr.  Chairman,  that  our  first  priority  in  the 
whole  matter  of  housing  is  to  protect  and  preserve  what  we  now 
have.  It  is  too  expensive  to  replace  anything.  So  we  have  got  to 
look  to  the  necessary  funding  of  our  public  housing  stock  and  to 
encourage  the  conservation  of  our  private  housing  stock. 

This  committee  should  direct  HUD  not  to  change  the  current 
system  until  the  Congress  has  given  explicit  approval  to  any  new 
approach. 

Second,  the  administration  proposes  to  replace  the  current  mod- 
ernization program  with  a  yearly  replacement  reserve  added  to  the 
operating  subsidy  payment.  We  are  quite  concerned  about  this  ap- 
proach. 

At  a  time  when  we  know  what  is  happening  to  the  infrastructure 
of  cities,  and  because  of  neglect,  it  does  not  seem  wise  to  me  to 
lump  modernization  funds  with  operating  funds,  because  we  are 
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short  always  of  operating  funds,  and  we  know  that  those  modern- 
ization funds  will  ultimately  be  absorbed  in  the  operatmg  budget. 

So  we  strongly  urge  that  the  modernization  funds  be  kept. 

Mr  Chairman,  I  have  submitted  a  more  detailed  written  state- 
ment for  the  record,  and  I  have  some  other  exhibits  that  I  would 
like  to  hand  to  the  committee  that  can  help  with  these  matters 

before  it. 

[The  complete  statement  follows:] 


207 


STATEMENT  OF 


THE  HONORABLE  VINCENT  J.  THOMAS 
MAYOR,  CITY  OF  NORFOLK 


Mr.  Chairman,  members  of  the  Committee,  my  name  is  Vincent  J. 
Thomas.   I  appreciate  the  opportunity  to  testify  before  you  today 
as  Mayor  of  Norfolk,  Virginia,  and  as  the  representative  of  the 
U.S.  Conference  of  Mayors,  where  I  chair  the  Standing  Committee  on 
Community  Development,  Housing,  and  Economic  Development. 

Reauthorization  of  the  Community  Development  Block  Grant  and  Urban 
Development  Action  Grant  programs  are  two  of  the  very  highest  pri- 
orities for  the  U.S.  Conference  of  Mayors  this  year.   Since  its  in- 
ception in  1974,  CDBG  has  proven  to  be  one  of  the  most  efficient, 
popular,  and  effective  vehicles  for  providing  targetted  assistance 
ever  enacted.   It  enjoys  the  whole-hearted  support  of  cities  around 
the  country.   We  deeply  appreciate  the  strong  support  this  Committee 
and  its  members  always  have  extended  to  CDBG  and  UDAG.   We  look  for- 
ward to  working  with  you  to  reauthorize  it  for  another  three  years. 

In  preparation  for  this  reauthorization  process,  I  convened  a  spec- 
ial policy  meeting  of  the  U.S.  Conference  of  Mayors  on  January  26, 
1983,  to  consider  a  wide  range  of  policy  questions  on  CDBG  and  UDAG. 
Over  100  cities  were  represented  at  this  meeting.   The  views  I  will 
share  with  you  today  reflect  the  consensus  of  that  group  as  it  met 
and  considered  these  issues.   In  addition,  I  would  like  at  this 
point  to  submit  for  the  record  copies  of  policy  resolutions  adopted 
by  the  Conference  of  Mayors  in  recent  years  on  CDBG  and  UDAG  as 
background  information. 

Let  me  touch  on  the  main  concerns  we  have  in  this  reauthorization. 
Funding  Level 

The  Conference  of  Mayors  supports  a  funding  level  for  CDBG  of  at 
least  $4.5  billion  in  FY84.   This  represents  a  $1  billion  increase 
over  the  Administration's  proposal.   Continued  additions  of  new 
entitlement  jurisdictions  in  the  program — up  to  60  new  recipients 
in  FY83  alone — and  the  cuts  suffered  in  the  last  two  years  from 
previously  authorized  levels  are  more  than  adequate  justification 
for  such  an  increase.   We  support  modest  future  increases  m  the 
following  two  years  to  account  for  continued  growth  in  participation 
and  in  inflation. 

New  Construction  for  Housing 

The  Conference  of  Mayors  strongly  opposes  the  Administration's 
proposal  to  add  new  construction  of  housing  to  the  list  of  eligible 
activities.   This  matter  was  discussed  at  length  during  our  January 
meeting.   We  believe  that  the  CDBG  program  currently  carries  a  broad 
enough  range  of  activities,  for  which  funding  currently  is  inadequate 
and  oppose  further  broadening.   Moreover,  we  believe  that  federal 
support  for  new  housing  construction  ought  to  remain  a  separately 
authorized  activity,  with  its  own  funding  source.   Adding  this 
activity  to  CDBG  infers  that  the  need  for  newly  constructed  housing 
can  be  met  within  the  budget  constraints  imposed  on  the  CDBG  progra 
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As  you  know,  this  is  not  so. 

Lump  Sum  Drawdowns 

We  oppose  the  Administration's  request  for  repeal  of  the  lump 
sum  drawdown  provisions  of  the  current  law.   We  believe  that  this 
can  be  an  effective  tool  to  stimulate  leveraging  of  private  funds 
in  rehabilitation.   We  understand  that  the  Administration  is  con- 
cerned that  some  abuses  may  have  taken  place  in  the  use  of  this 
option.   If  so,  we  recommend  that  the  HUD  seek  out  those  communities 
and  resolve  the  issue.   Abolishing  the  option  because  some  have 
abused  it  is  not  sound  federal  policy. 

Repeal  of  Section  312 

Once  again,  the  Administration  proposes  to  repeal  the  Section  312 
rehabilitation  loan  program  and  liquidate  its  assets.   We  continue 
to  believe  that  the  Congress  should  allow  the  use  of  recaptured 
funds  in  this  program  to  continue  to  be  spent  on  rehabilitation 
activities . 

Repeal  of  Section  108  Loan  Guarantees 

We  strongly  oppose  the  proposed  repeal  of  the  Section  108  Loan 
Guarantee  program.   Last  year  we  submitted  a  survey  to  this  Com- 
mittee summarizing  the  uses  cities  have  made  of  this  innovative 
option.   In  the  last  fiscal  year,  applications  for  loan  guarantees 
jumped  significantly  as  entitlement  cities  leveraged  their  CDBG 
grants  for  economic  development  and  housing  investment.   The  prov- 
ision should  be  kept  at  least  at  its  current  $225  million  level. 

Public  Services 

Under  the  current  legislation,  all  cities  in  the  CDBG  program 
must  come  down  to  the  10  percent  cap  on  public  services  contained 
in  the  1981  Omnibus  Reconciliation  Act.   Starting  in  FY1984, 
waivers  to  this  cap  will  no  longer  be  available.   Since  1981,  73 
communities,  including  my  own,  have  sought  and  received  waivers 
from  this  cap.   This  is  about  10  percent  of  the  total  entitlement 
universe.   The  Conference  of  Mayors  supports  the  overall  cap  on 
public  services.   At  our  January  26  meeting,  the  overwhelming  con- 
sensus of  the  cities  was  to  maintain  this  as  an  appropriate  indica- 
tion of  the  focus  on  physical  development  which  always  has  character- 
ized the  basic  CDBG  program.   However,  the  cities  also  believe  that 
those  communities  which  have  been  granted  waivers  to  exceed  this 
limit  based  on  historically  higher  levels  should  be  permitted  to 
continue  at  these  higher  rates  at  their  own  discretion.   Conference 
of  Mayors  staff  has  submitted  suggested  language  to  accomplish  this 
to  the  Subcommittee  staff,  and  we  urge  your  support  of  this  change 
in  the  law. 
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URBAN  DEVELOPMENT  ACTION  GRANTS 

As  part  of  its  budget  reduction  strategy,  the  Administration  has 
proposed  reducing  the  authorization  for  Urban  Development  Action 
Grants  (UDAG)  to  $196  million  in  FY84,  or  a  55  percent  reduction 
from  FY83  levels.   As  you  know,  the  Congress  has  given  every  in- 
dication that  it  plans  to  reject  the  Administration's  request  to 
defer  $244  million  in  FY83  funding  to  make  up  for  its  reduced 
authorization  request.   In  light  of  this,  we  urge  you  to  authorize 
UDAG  at  a  level  at  least  equal  to  FYS  3.   The  Conference  of  Mayors 
supports  a  higher  level,  at  least  $500  million,  which  is  the  level 
originally  authorized  in  the  1981  Reconciliation  Act. 

The  Administration  also  has  proposed  to  shift  entitlement  cities 
which  do  not  have  at  least  50,000  in  population  into  the  so-called 
"Small  Cities  UDAG"  pot  in  FY84.   The  apparent' reason  for  this 
shift  is  to  provide  a  broader  base  of  cities  to  absorb  what  amounts 
to  a  significant  carry-over  of  funds  in  the  Small  Cities  effort. 

We  oppose  this  shift. 

Instead,  we  believe  the  Administration  should  propose  and  undertake 
a  program  of  technical  assistance  to  smaller  communities  to  enable 
them  to  compete  effectively  for  UDAGs.   The  inclusion  of  the  addi- 
tional central  cities  undermines  the  present,  generally  agreed 
upon  breakdown  between  entitlement  and  non-entitlement  jurisdictions. 
It  would,  in  effect,  create  two  classes  of  small  cities  for  UDAG  pur- 
poses:  one  group  which  has  a  continuing,  federally  supported  com- 
munity development  capacity  through  entitlement  grants,  and  the 
other  which  must  rely  wholly  on  a  state  administered  program  to 
provide  the  basic  CDBG  funding  which  can  be  so  critical  in  support- 
ing a  UDAG  application  effort. 

This  proposal  will  not  solve  the  fundamental  problems  facing 
the  vast  majority  of  small  cities — continuing  lack  of  capacity 
to  prepare  and  present  viable  UDAG  proposals,  and  a  serious 
problem  in  attracting  private  investment  into  nonmetropolitan 
areas  in  amounts  sufficient  to  satisfy  UDAG  criteria.   We  be- 
lieve that  the  Committee  should  direct  HUD  to  examine  in  greater 
detail  the  problems  creating  this  carry-over.   HUD  should  propose 
to  the  Committee  a  reasonable  program  to  overcome  these  problems. 
Their  current  proposal  simply  would  mask  over  the  problem. 

HOUSING  ASSISTANCE  PROGRAMS 

The  Conference  of  Mayors  strongly  supports  the  passage  of  new 
legislation  authorizing  housing  assistance  programs  for  the  coming 
decade.   The  failure  of  both  the  House  and  the  Senate  last  year  to 
reach  agreement  on  a  new  generation  of  programs  to  replace  Section 
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8  has  left  the  assisted  housing  tool  chest  practically  bare.   This 
will  be  reflected  in  coming  years  in  a  substantial  drop  in  the  num- 
ber of  new  starts  in  multifamily  housing,  and  in  a  significant  re- 
duction in  the  number  of  new  occupancies  in  assisted  housing.   It 
is  vital  that  the  Congress  move  quickly  to  replace  the  programs 
of  the  past. 

The  Conference  of  Mayors  urges  the  Committee  to  maintain  a  balanced 
approach  to  the  question  of  housing  assistance.   We  do  not  believe, 
as  the  Administration  does,  that  providing  assistance  through  exist- 
ing housing  resources  is  the  only  necessary  course  of  action.   We 
continue  to  support  an  approach  which  would  provide  housing  assist- 
ance through  Section  202,  the  conventional  public  housing  program, 
and  the  Existing  housing  effort  of  Section  8.   In  addition,  we 
believe  that  the  time  has  come  for  the  Congress  to  adopt  a  new 
program  to  assist  in  the  development  of  new  and  rehabilitated  multi- 
family  rental  housing. 

Last  year  this  Committee  undertook  a  serious  effort  to  forge  a  new 
production  program.   While  we  did  not  agree  with  every  detail  of 
this  bipartisan  effort,  we  feel  that  S.2607  was  a  substantial  im- 
provement over  the  Administration's  proposals.   We  strongly  support 
the  central  role  given  to  local  and  state  governments  in  the  Senate 
Committee  proposal.   We  also  support  the  flexibility  to  undertake 
new  construction,  as  well  as  rehabilitation,  which  the  bill  provided 
recipients  of  the  funds.   On  the  down  side,  we  believe  that  the  pro- 
gram in  S.2607  is  unnecessarily  restricted  in  many  ways,  particularly 
in  the  rehabilitation  section,  and  that  the  funding  provided  is 
wholly  inadequate. 

As  you  know,  the  Conference  of  Mayors  for  some  time  has  supported 
a  "block  grant"  approach  to  housing  assistance,  linked  with  con- 
tinuing support  for  the  Section  8  existing  housing  program  to  pro- 
vide long-term  income  subsidies  in  housing.   The  cardinal  tenets 
of  our  approach  can  be  summarized  as  follows: 

•  Sufficient  funds  to  make  the  program  workable  in  a 
broad  range  of  localities — at  least  $1  billion  in 
contract  authority. 

•  Certainty  of  funding  levels  for  the  primary  recipients, 
especially  cities.   Localities  must  know  how  much  they 
reasonably  can  expect  to  get  in  the  program  in  order  to 
justify  the  tremendous  staff  investment  that  participation 
would  entail. 

•  Allocate  the  funds  based  on  housing  need. 

•  Maintain  a  diversity  of  production  mechanisms.   There 
should  continue  to  be  a  role  for  HUD,  for  state  housing 
finance  agencies,  and  states,  as  well  as  for  cities. 
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•  Permit  maximum  flexibility  in  the  use  of  the  funds. 
Don't  try  to  tell  cities  how  to  make  housing  production 
take  place,  or  where. 

•  A  substantial  portion  of  the  funds  must  be  set  aside  for 
production  or  rehabilitation  of  units  for  low-  and  moderate- 
income  persons. 

The  Conference  of  Mayors  will  work  with  all  members  of  the  Com- 
mittee to  try  to  create  a  workable  housing  program  that  will  meet 
our  needs.   Time  is  short,  but  the  time  is  now.   We  must  move  for- 
ward with  a  new  production  vehicle  in  this  session  of  Congress. 

Public  Housing 

The  Administration  is  proposing  a  radical  restructuring  of  the 
public  housing  operating  and  modernization  funding  systems.   We 
are  very  concerned  about  these  proposals.   First,  we  are  concerned 
that  the  specific  formula  changes  proposed  will  leave  some  major 
public  housing  authorities  without  sufficient  funds  to  manage 
their  properties.   We  have  no  objection  in  principle  to  changes 
in  the  formula.   However,  the  Administration  has  not  shared  these 
new  formula  elements  with  us  for  review.   What  we  do  know  about 
them  concerns  us.   We  urge  the  Committee  to  scrutinize  these 
changes  carefully,  and  to  direct  the  Department  not  to  carry  them 
out  without  explicit  congressional  approval. 

The  Administration  also  proposes  to  terminate  the  modernization 
program  after  a  "transition  period"  and  replace  it  with  a  yearly 
"replacement  reserve"  added  onto  the  operating  subsidy  payment. 
We  are  very  concerned  about  this  approach.   The  current  modern- 
ization program  reflects  the  refinancing  approach  most  private 
sector  housing  owners  use  to  upgrade  aging  properties.   Major 
work  is  capitalized  over  the  expected  life  of  the  improvements. 
Work  is  undertaken  when  it  is  necessary.   To  promise  authorities 
that  these  funds  will  be  parceled  out  in  small  lumps  over  a  long 
period  of  time,  and  kept  in  some  kind  of  escrow  at  the  local  level 
is  dangerous.   It  subjects  all  modernization  programming  to  the 
vagaries  of  an  annual  appropriation  process  where  the  long-term 
effects  of  short-changing  a  capital  account  in  one  or  more  years 
is  not  readily  apparent  until  the  funds  are  needed  in  the  distant 
future . 

We  already  know  that  capital  investment  is  the  first  thing  to  be 
sacrificed  when  budgets  are  tight.   All  around  us,  we  see  the 
evidence  of  underfunding  in  our  basic  urban  infrastructure.   Do 
not  throw  away  a  vehicle  designed  to  encourage  reinvestment  in 
a  major  infrastructure  element--our  existing  assisted  housing. 
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Finally,  the  Administration  is  proposing  a  series  of  changes  in 
the  continuing  housing  assistance  programs.   We  are  extremely 
concerned  about  the  likely  effects  of  their  proposed  changes 
to  the  Section  8  Certificate  program.   Last  year  we  submitted 
to  the  Congress  a  report  prepared  by  City  of  Seattle  staff  which 
showed  the  effects  of  this  change  would  be  there  on  the  existing 
Section  8  tenancy.   We  have  included  this  again.   In  brief,  families 
would  be  severely  affected,  and  probably  suffer  significant  rent 
increases  as  a  result.   We  cannot  support  a  proposal  which  has 
this  demonstrable  effect. 

For  the  same  reason,  we  strongly  oppose  the  Administration's 
proposal  to  count  as  income  for  housing  purposes  the  value  of 
food  stamps  received  by  tenants.   This  will  hurt  the  poorest 
and  the  elderly  the  most.   It  cannot  be  justified  and  it  should 
be  rejected,  as  it  was  by  a  bipartisan  vote  in  the  last  Congress. 

Mr.  Chairman,  members  of  the  Committee,  thank  you  again  for  this 
opportunity  to  share  our  views  on  these  vital  issues.  I  will  be 
happy  to  answer  any  questions  you  may  have. 

Senator  Tower.  We  will  be  delighted  to  place  those  in  the  recor 
[The  information  follows:] 
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ANALYSIS  OF  PROPOSED  CHANGES  IN  THE 
FEDERAL  SECTIOM  8  EXISTING  PR0GRA.'1 


Lanny  Shuman 

Office  of  Management  and  Budget 

City  of  Seattle 

April  1,  1982 


SUMMARY 


jv..-.   President's  FY  1983  budget  proposes  a  dramatic  shift  in  the  v/ay  HUD  provides 
'■  .3ing  assistance.  The  budget  calls  for  the  virtual  elimination  of  new 
construction  and  rehabilitation  programs  in  favor  of  a  modified  Section  8 
Existing  program.  In  FY  '83  over  90  percent  of  all  new  direct  rental  housing 
assistance  v;ould  be  supplied  through  privately  ovmed  existing  housing  compared 
with  less  than  20  percent  in  FY  '80. 

The  FY  1982  budget  raised  tenant  contributions  from  25  percent  of  income  to  30 
percent  for  all  Section  8  programs.  The  FY  '83  budget  assumes  a  number  of 
changes  in  the  Section  8  Existing  program  itself.  The  program  would  no  longer 
limit  recipients  to  units  with  rents  less  than  Fair  Mar'f;et  rents.  Recipients 
wjuld  live  in  any  decent  housing  regardless  of  rent  levels,  but  v/ould  receive  a 
housing  allowance  based  on  a  new  rent  standard.  A  number  of  other  changes  are 
designed  to  reduce  the  eligible  populations  and  to  increase  the  amount  that 
program  participants  pay: 

0  requiring  that  food  stamps  be  counted  as  income. 

0  reduction  in  program  eligibility  from  80  percent  to  50  percent  of 
median  income. 

0  elimination  of  annual  assistance  increases  increases  to  compensate  for 
inflation  in  housing  costs. 

First  year  impacts  of  these  changes  on  Seattle's  program  vary.  The  FY  '82 
increase  in  required  tenant  participation  will  be  "phased  in"  over  5  years  and 
the  first  year  impact  will  be  small.  The  elimination  of  Fair  Market  rents  will 
actually  benefit  some  Seattle  recipients,  those  whose  total  housing  costs  are 
below  the  new  rent  standards.  These  gains  would  be  more  than  offset  by  the 
change  requiring  food  stamps  to  be  counted  as  income  and  by  the  increase  in 
tenant  participation.  The  average  decrease  in  housing  assistance  in  the  first 
year  would  be  about  $40  per  month  for  each  assisted  household. 

Longer  term  impacts  are  more  difficult  to  predict.  The  elimination  of  annual 
increases  in  assistance  to  compensate  for  inflation  will  laean  that  the  value  of 
the  assistance  payment  will  be  seriously  eroded:  Average  nonthly  rents  could 
increase  by  $100  to  $200  over  a  five  year  period  with  no  change  in  assistance. 
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^y•■2   purpose  of  this  paper  is  to  explain  the  changes  in  HUn's  Section  8  Existing, 
program  and  how  the  changes  will  affect  the  Seattle  area  housing  assistance 
recipients.  The  paper  sunnarizes  the  changes  in  federal  funding  of  housing 
programs;  compares  the  current  Section  8  Existing  progran  with  the  proposed 
nodified  progran;  and  quantifies  the  specific  impacts  of  the  program  changes  on 
Seattle  recipients. 

CHANGES  in  FEDERAL  HOUSING  ASSISTANCE 

The  President's  proposed  FY1982  rescissions  and  FY  1983  budget  shift  federal 
housing  efforts  almost  exclusively  into  assistance  to  tenants  in  existing 
housing,  virtually  eliminate  the  New  ConsLruction  and  Substantial  Rehabilitation 
Programs  (with  t'-^e  exception  of  the  Section  r;/202  progran),  and  increase  the 
anounts  that  housing  assistance  recipients  must  contribute  toward  their  rents. 
The  following  table  shows  the  changes  in  the  najor  HUO  housing  prograps  from 
1930  to  1983,  and  the  proportion  each  program  represents  of  total  new  federally 
assisted  units  for  the  year. 

Numbers  of  Newly  Assisted  Housing  Units  Funded 
by  Major  HUO  Housing  Programs  -  1980-83 

Program 
Section  8  Existing 

Modified  Section  8 
Existing  ("vouchers") 

Section  8/202 

Section  8  New  Cons- 
truction/Moderate Rehab 

Section  8  Moderate 
Rehabil itation 

Public  Housing 

Total  ,  Al  1  Programs 

The  1983  Housing  assistance  programs  rely  heavily  on  a  nodified  form  of  the 
Section  8  Existing  program,  sometimes  called  the  "voucher"  progran.  Note  that 
in  1980  only  about  a  fifth  of  newly  assisted  units  were  provided  through  the 
the  use  of  existing  housing,  while  over  90%  of  newly  assisted  units  proposed  in 
the  FY83  program  would  be  provided  with  existing  housing. 

^This  column  incorporates  changes  in  the  FY  1982  budget  proposed  in  the  FY  83 
budget. 

2while  these  units  are   classified  as  "newly  assisted,"  in  fact  60,615  of  the 
units  would  be  used  to  buy  out  obligations  under  the  current  certificate 
program,  and  the  remaining  units  will  be  used  in  conjunction  with  the 
Rental  Rehabilitation  Progam  and  with  the  sale  of  HUD  owned  properites. 


FY80 

FY81 

Proposed 
FY82^ 

Proposed 
FY83 

47,022 

19.  en 

85,289 
38.7% 

186,385 
84.8% 

5 

,000 
4.1% 

- 

- 

- 

106 

,6152 
87.7% 

20,440 
8.5n 

15,166 
6.9% 

16,933 
7.7% 

10 

,000 
8.2% 

94,758 
39 .  4n 

58,69  , 
26 . 6% 

5,569 
2.5% 

0 
0.0% 

40,000 
16.6% 

24,981 
11.3% 

10,720 
4.9% 

0 
0.0% 

38,172 
15. 9n 

36,370 
16.5% 

3in 

0.1% 

0 

0.0% 

240,392 
100. nn 

220,501 
100.0% 

219,917 

ino.0% 

121 

,615 
100.0% 
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The  assistance  payments  would  not  go  up  with  higher  rents  or  dovm  with  lower 
rents.  If  an  assistance  recipient  chose  to  rent  very  expensive  housing,  the 
additional  costs  would  come  out  of  his/her  pocl-et.  Conversly,  finding  housing 
cheaper  than  the  Standard  Rent  would  accrue  benifit  to  the  recipient. 

In  addition,  HUD  is  proposing  elimination  of  inflation  adjustments.  Vouchers 
would  be  good  for  five  years  at  the  assistance  level  determined  in  the  first 
year  of  participation.  Under  the  current  progran  assistance  payments  are 
adjusted  each  year  to  reflect  changing  rent  levels. 

The  following  table  compares  major  aspects  of  the  current  and  proposed  programs 
end  shows  the  Seattle  area  1981  Fair  Market  Rents,  estimated  Standard  Rents  and 
income  eligibility  levels.  For  comparative  purposes  the  Standard  Rents  have 
been  estimated  as"  if  they  had  been  implemented  in  19S1.  The  actual  Standard 
Rents,  when  they  are  finally  implemented  by  HUD,  w:il  also  be  adjusted  upward  to 
account  for  inflation. 

Proposed  Modifications:  Section  8  Existing  Progran 

Current  System-  Proposed  System-  Modified 

Section  8  Existing  Progran    Section  8  Existing  or  "Vouchers" 

Eligibility       Families,  elderly,  and  han-  Fenilies,  elderly,  and  handi- 

di capped  below  the  80"  of  Ccoped  below  the  50",  of  median 

median  income  standard  (lid-  i^cone  standard,  including 

ded  in  Seattle  at  69.7%).  fcod  stamps.  The  1981  stan- 

Uandards  for  the  Seattle  dcrds  for  the  Seattle  area 

area  are:  would  be: 

1  person  $1271/month  1  person  $  908/nonth 

2  persons  $1450  2  persons  $1042 

3  persons  $1529  3  persons  $1171 

4  persons  $1813  "^  persons  $1300 

5  persons  $1925  5  persons  $1404 

Household  contri-  25%  of  adjusted  gross  income  3^%  of  adjusted  gross  income 

bution  (i.e.,  after  deductions  of  for  new  participants.  The  5% 

excess  medical  expenses  and  increase  will  be  phased  in  over 

of  $30n  per  child).  The  25%  the  next  5  years  for  current 

includes  an  approved  allow-  recipients,  i.e.,  25%  the  first 

ance  for  utilities.  Congress  year,  27%  the  second,  and  so  on. 

has  already  approved  the  in-  Again,  income  will  now  include 

crease  to  30%.  food  stamps. 

Rental  Assistance  HUD  pays  the  difference  be-  HUH  pays  the  difference  between 

level  tween  the  required  house-  the  household  contribution  and 

hold  contribution  and  the  a  new  "Standard  Rent"  for  the 

total  of  the  housing  unit  size  unit  the  household  quali- 

contract  rent  and  a  utili-  fiss  for.  The  assistance  pay- 

ties  allowance.  This  total  nent  will  be  this  difference 

cannot  exceed  the  Fair  Mar-  regardless  of  the  actual  total 

ket  Rent.  expenses  for  the  unit 
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SECTION  8  EXISTING  HOUSING:  PROPOSED  CHANGES 

The  new  program,  explained  in  detail  below,  represents  a  number  of  shifts  in  the 
way  HUD  provides  assisted  housing: 

HUD  will  provide  most  housing  assistance  through  existing  housing  units, 
relying  on  the  private  housing  narket,  partially  in  response  to  the  dena.nd 
created  by  the  HUD  programs  themselves,  to  provide'  new  and  substantially 
rehabilitated  housing. 

Housing  assistance  recipients  will  now  be  allowed  to  live  in  any  housing  they 
choose  regardless  of  the  rent  (so  long  as  it  "is  not  substandard  housing). 
Assistance  payments  will  be  based  on  a  "standard  rent"  and  will  not  very  with 
the  actual  rent  tenants  pay.  This  program  change  will  provide  participants  a 
reason  to  seek  out  the  least  expensive  housing. 

HUD  will  reduce  the  amount  of  assistance  provided  to  each  household. 
Recipient  households  now  are  required  to  pay  25%  of  their  incones  for 
rent.  This  maximum  contribution  will  soon  be  chang'.-d  to  30%  although  current 
participants  will  be  "phased  in"  over  a  5  year  period.  The  new  progran  will 
also  require  that  food  stamps  be  counted  as  income  and  will  elininate 
HUD  paying  for  utilities  in  cases  where  utilites  bills  exceed  the  maxinum 
household  contribution. 

The  modified  certificates  will  be  good  for  only  five  years  at  the  sane 
assistance  level  as  the  original  year  of  application.  There  will  be  no 
annual  adjustments  for  inflationary  increases  in  rent  levels. 

Current  Program:  Under  the  Section  8  Existing  program,  housing  assistance  reci- 
pients pay  a  maximum  of  25%  of  their  adjusted  gross  incone  (after  deductions  for 
children  and  excess  medical  expenses).  The  25",  maximun  also  includes  an 
allowance  for  utilities.  There  are   more  generous  provisions  for  very  large,  very 
low  incone  households,  but  these  cases  repres  "t  a  very  small  part  of  assisted 
households.  Eligible  households  are  those  whose  incomes  are  under  a  set  of 
income  limits  set  by  HUD.  The  income  limit  for  a  family  of  four  is  80%  of  the 
area  median  incone;  this  limit  is  adjusted  for  different  household  sizes.  (The 
actual  limit  in  the  Seattle-Everett  area  is  59.7%  of  median  income  because  of 
"lidding"  of  the  limit  in  higher  income  areas  such  as  Seattle.) 

Eligible  housing  units  are  "decent,  safe,  and  sanitary"  housing  units,  generally 
units  in  good  condition  which  have  both  bathroom  and  kitchen  facilities  and  neet 
other  HUD  size  standards.  Rent  for  the  units  must  be  less  than  Fair  Market 
Rents  for  the  area.  Fair  Market  Rents  are  rents  determined  by  HUD  to  be  the 
median  (50th  percentile)  rents  for  qualifying  housing  in  the  area,  excluding  new 
units. 

Proposed  Program:  A  number  of  major  modifications  to  the  Section  8  Existing 
program  have  been  proposed  for  implementation  in  FY1983  or  sooner.  Income  eli- 
gibility limits  for  the  program  would  be  reduced  from  the  current  80%  standards 
to  50%  of  the  median  income.  HUD  is  proposing  that  a  new  set  of  "Standard 
Rents"  be  used  for  determining  the  level  of  assistance  to  a  recipient  household. 
The  standard  rent  would  be  the  40th  percentile  area  rent  level  for  housing  units 
of  each  size,  excluding  new  units.  All  "decent,  safe,  and  sanitary"  housing 
units  would  be  eligible,  regardless  of  rent  levels.  Assistance  payments  would 
the  difference  between  30%  of  adjusted  gross  income  and  the  standard  rent. 

*Evidence  from  the  Experimental  Housing  Allowance  Program  indicates  that  the 
narket  does  not  respond  this  way. 
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Rent   levels 


Current  SyGtem- 
Section   8  Existing   PrograTi 

Fai  r  Market  Rents:   These 
rent   levels  are  50th  per- 
centile  rents   for  rental 
units   in   the   region.   The 
total    of  contract   rents  and 
utilities    in  assisted   units 
cannot   exceed  these   levels. 
Seattle-Everett  area  Fair 
Market  Rents   for   1981  are: 

0  bedroom  $274 

1  bedrooms  $334 

2  bedrooms  $394 

3  bedrooms  $493 

4  bedroo,-ns  $539 

"Decent,   safe  and   sanitary" 
housing   units  with   rents 
at  or  below  Fair  Market    . 
Rents.   HUn  Area  Offices  may 
exceed   FMR's   by   up  to   20% 
in   certain   circumstances. 


Inflation  adjust-     Certificates   are  updated 


Eligible   housing 
units 


ments 


annually  using  new  parti- 
cipant  incomes,  contract 
rents,  and  Fair  Market 
Rents 


Proposed   System-  Modified 
Section   8   Existing  or    "Voucheps" 

Standard  Rents:   These   rents  are 
the  4nth  percentile  of   rents   for 
units   in  the   region.    (Again,  the 
rents   include  utilites    costs.) 
Their   purpose   is   only  to  determine 
■the  level    of  assistance   for  each 
certificate.   Estimated   Standard 
Rents   for  the  Seattlr-Everett 
area   for   1981  are: 

0  bedroom  $248 

1  bedroons  $303 

2  bedrooms  $357 

3  bedrooms  $447 

4  bedrooms  $488 

Any  "decent,  safe  and  sanitary" 
housing  unit.  Participants  may 
rent  any  price  unit  they  wish,  but 
additionc-1  rent  above  the  standard 
rent  vnll  be  paid  by  the  tenant. 
Conversly,  rent  savings  realized 
by  renting  a  unit  below  the  stan- 
dard will  accrue  to  the  tenant. 

Certificates  would  be  good  for 
5  years  with  no  increase  in  the 
assistance  payment.  (Periodic 
inflation  adjustments  in  the 
standard  rents  would  apply  to 
new  participants  only.) 


LOCAL   IMPACTS 

There  are  a  total    of  9379  households   in  Seattle   receiving  direct    rental 
assistance   under   various  HUD  programs.     Of  these,   1957  hold  certificates   under 
the  Section  8  Existing  program  administered  by  the  Seattle  Housing  Authority. 
The  estimated   "universe"   of  HUD  Section  8  units*  in  Seattle   is  as   follov;;: 


Elderly/ 

All  Sec  8 

Handicapped 

Fai 

milies 

Assistance 

SHA  owned  public  housing 

3959 

1891 

5850 

Section  8  Existing  (pri- 

881 

1076 

1957 

vately  owned 

Other  Section  8 

1425 

146 

1572 

Total 

6266 

3113 

937  9 

"Does    not    include   2078  units  with   direct    rental    assistance   payments   under 
the  Rent    Supplement   Program.      Most   of   these   units   are   for  elderly  and 
handicapped  persons. 


19-999    0—83- 
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It  is  the  inpact  on  the  19B7  households  in  the  Section  R  Existing  program  with 
v;hich  we  are  concerned.  The  following  table  s:'  ,-;s  the  estimated  income  distri- 
bution among  the  households  in  this  group. 

Estinated  Income  Levels,  Current  Certificate  Holders 


Income   level    expressed 
as   a  %  of  median   income 

Elderly/ 
Handicapped 

Families 

Total,   All     ■ 

Households 

number 

%- 

number 

% 

number 

% 

0%  to   20% 
20%  to   30% 
30%  to   40% 
40%  to   50% 
50%  to   80% 

479 

249 

80 

63 

10 

54.4% 

28.3% 

9.1% 

7.1% 

1.1% 

631 
196 
107 
107 
3S 

58.7% 

18.2% 

9.9% 

9.9% 

3.3% 

iiin 

445 

187 

170 

45 

56.7% 

12.1% 

9.6% 

8.7% 

2.3% 

All    income   groups 

881 

inn.n% 

1076 

ino.0% 

1957 

100. n% 

Kote:  Estimates  based  on  10%  sample  of  current  certificate  holders, 
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th 
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f  ;v 

80% 
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miO's   intent   eventually  to   replace  the  current   Section  8  Existing  cer- 
,^.  .OS  with  the   new  modified  certificates.     The   foUov/ing  are  assessments  of 
major  changes   in   the   program:  the   increased  percentage  of   income  that  HUD  i; 
iUiring  participant   households  to  pay   (proposed   for   "phase   in"  over  the  next 
e  years   for   current   participants);  the  change   in   income  eligibility   from  the 
;  of  median   income  based  standard  to  a   50%  based   standard;  the   inclusion   cf 
d   stamps   for  the   purpose  of  determining  the   level    of  benefits;   the  elimina- 
n  of  a   utilities   allowance;   and  the   implimentation  of   "standard   rents" 
placing  Fair  Market  Rents).     The  total    impact  of  the  changes   is   also  assesed 
surimari  zed   in   a  table   on  the   last  page.     No  attempt  has   been  made  to  assess 
long  term  impact   of  the   elimination   of  an   annual    inflation  adjustment. 


1  rx r er.sed  household  contribut 
^ograms  has  historically  bee 
FY  1982  budget,  the  tenant  co 
Regulations  have  not  yet  been 
intent  to  phase  in  the  new  pa 
probably -increasing  the  requi 
impact,  i.e.,  making  the  chan 
average  Seattle  participant  w 
would  be  an  increase  of  a  lit 
below  for   impacts  on  elderly. 


ion:    The  household  contribution   in  Section  8 

n  25%  of  adjusted   household   income.     As  part   of  thf 

ntribution  was   shifted  to  30%  of   adjusted   income. 

issued  to   implement  this   change,  but   it   is  HUD's 
rticipation   rate   for  current   certificate  holders, 
remont   by  one  percentage  point   per  year.     The  total 
ge   in   one  year,  vrould  increase  the  amount  the 
ould  pay  by  $23  per  month;   the   first  year  inpact 
tie   less  than  $5  per  month.    (See  summary  table 

handicapped,  and   families.) 


Income  eligibility  changes:     Reduction  of  the   income  eligibility   from  the 
current   standar.i,  to    fhe   50%  of  median   income  standard  will    have   little   impact   on 
Seattle  certificate   holders.     Only  about   2%  of  current   Seattle  certificate 
holders   have   incomes    higher  than   the   very  low-incone   standard.    The   change  would 
thus  make   about   45  households   ineligible    for   assistance    under  the   new  system. 
Over  three   quarters   of  the   households  eliminated  &r&  non-elderly  families. 

Food  stamps  as   income:   The  more   serious   impact   on  Seattle  certificate  holders   is 
the   proposed    inclusion   of   food   stamps   as    income.      Whil^    no  data   on   food   stamp 
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program  participation  was   available   in  the   sample,  virtually  all    certificate 
holii'ars  are  eligible.     The  average  household  coupon  value  for  Public  Assistance 
recipient;-,   is   $105,46.     Since  housing  assistance   recipients   are  required  to   pay 
50;(.  of  thair  incomes   for  rent,  on  the  average,  certificate   holders  will    pay 
about  $27  per  month  more  in  rent  the   first  year  of  the   "phase   in",   and  even- 
tual ly'~uouTd~"pay~aboiiFT32~per~mo  nth  more. 

Standard  Rent   Implementation:     Under  the  current  program,   recipients  pay  the 
difference   betv/een  the   required  household  contribution  and  the  total    of  the 
contract   rent   and  utilities   allowance.   This  total    is   limited  by  Fair  Market 
Rents.     U^der  the  proposed  program,  the  assistance   payment   is  the  difference 
between  the   required   household  contribution  and  a  new  "standard   rent", 
regardless   of  the  level    of  the  actual    contract   rent.     Standard   rents  are  to   be 
dofined  as   the  40th   percentile   of  the  same  set  of   rental    units  and  will   thus  be 
s'lighly  lower   rents   for  the   same   size  units.      In  the  Seattle-Everett  area,  40th 
percentile    rents  are  about   91X  of  50th  percentile   rents. 

Under  the  current   system,  the  assistance  level    is  the  difference  between  the 
required  hou'-.ehold  contribution  and  the  total    of  the  contract   rent   and  the  uti- 
lities allowance.     The   proposed   program  has   an  important   provision:   assistance 
recipients  will    receive  the  diffencenc  between  their   required   contribution   and 
the   standard   rent   for  their   unit   size  regardless  of  the  level   of  actual    rent  or 
utilities  costs.     Thus,  certificate  holders  whose  actual    rent  and   utilities   are 
less  tlian  the   new  standard   rent  would  gain   from  this  change,   and  those  who  pay 
more  v.'ould  lose.      Implementation   of  this  change  in   1981  would  have   resulted   in 
an  average  loss   in   assistance  of  about   $8  per  month.     Note  that  this  change, 
in  and  of   itself,  would  actually  increase  assistance  to  elderly  and  handicapped 
households  while  decreasing  assistance  to  non-elderly  households.    (See  table 
below. ) 

Total    impacts:    The  table  on  the   next   page  summarizes   the  losses   and  gains   attri- 
butablc  to  each   program  change.     Note  that  the   impacts  of  the   changes    in  the 
household  contribution   requirement  and   in  the  income  definition  have  been  shown 
for  one  year  only. 

HUD  has  estimated  that  annual    per  unit  costs  of  the  Section  8  program  will    be 
reduced  from  about  $3200  to  about   $2000.     This  appears  to  be   inconsistant  with 
the  estimated   impacts   on  Seattle   recipients:     Total    savings   per  unit   in  Seattle 
appear  to  be   only  about   $40  per  month  or  about  $480  per  year  per  unit   for  the 
first  year. 

The   long  term  impacts,  of  course,  will    be  more  severe.     At  the  end   of  the  5-year 
"phase   in"  average  assistance  payments  will    have  fallen  another  $22.62.     Even 
this   loss  understates  the   real    loss  since   program  recipients  will    undoubtedly  be 
paying  much  higher  rents.      Inflation   in   rent   levels  could  increase  average   rents 
in  the   program  by  $100  to  $200  per  month  per  unit. 

The   analysis   of   impacts   of  tha   proposed   program  modifications   is  based 
on  Standard  Rent   estimates   for  FY  1981.     The  estimates  were  made   using   l^Bl  Fair 
Market  Rents   (FMR's)  and  preliminary  HUD  estimates   of  the   ratio  between  50th  and 
40th  percentile   rents   in  the  Seattle-Everett  SMSA.     Again,  the  Standard  Rent 
estimates  were  made   for  1981   in   order  to  calculate  the  estimated   impacts   using 
lt>81  program  recipient   data   (incomes,  contract   rents,  assistance   payments,  etc). 
The  Standard  Rent   estimates   are  not   predictions   of  those  HUD  will    promulgate   for 
the  actual    program.     HUD  will    include  an   inflation  factor  in  calculating 
the  new  rent   schedule. 
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Summary  of  Estimated  Impacts  On  Monthly  Assistance 
Payments  to  Section  8  Existing  Certificate  Holders 


Elderly 

Hanrii  capped 

Families 

All    Hsids 

Average  Assistance 
Payment,   1981 

$173.78 

$209.30 

$29^^.32 

$245.73 

Changes   in   Program: 

0  Change   from  25°^ 
to   2o%  of   inconie 
(1st  year   of 
"phase   in") 

-$4.20 

-$3.60 

-$5.10 

-$4.60 

0  Change   from  Fair 
Market  Rents   to 
"standard   rents" 

+$14.55 

+$8.10 

-$24.47 

-$7.95 

0  Flequiring   food 
stamps  to   be 
counted  as    in- 
come  (1st  year 
i;npact) 

(Infor 
for 

mat  ion  not   c 
each   househ 

vailable 
old  type) 

-$27.40 

Total    Impact,   1st 
Year  Only 

?^ 

? 

7 

-$39.95 

Estimated   1981 
Assistance   Payment 
Under  Revised  Pro- 
grarii 

. 

$205.77 
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Community  Development  Block 
Grants  and  Federalism 

WHERZAS,  the  Communitj'  Development  Block  Grant  (CDBG)  and  Urban  Development  Action  Grant 
(UDAG)  programs  have  operated  since  1974,  and  were  developed  in  dose  cooperation  with  local 
governments;  and 

WHEREAS,  the  CDBG  and  UDAG  programs  provide  flexible  assistance  to  communities  based  on  distress 
and  need,  with  a  minimum  of  red  tape  and  administrative  delay;  and 

WHEREAS,  CDBG  and  UDAG  funds  are  proven,  effective  tools  for  local  governments  to  eliminate  or  pre- 
vent slums  and  blight;  to  assist  low-  and  moderate-income  persons;  to  meet  urgent  community  needs;  to 
create  and  retain  private  sector  jobs;  and  to  strengthen  and  revitalize  neighborhoods  and  housing;  and 

WHEREAS,  there  have  been  proposals  to  fold  CDBG  and  UDAG  into  a  "super  block  grant"  administered  by 
state  government  with  a  limited  commitment  of  federal  assistance, 

NOW,  THEREFORE,  BE  IT  RESOLVXD  that  the  U.S.  Conference  of  Mayors  reaffirms  its  strong  belief  that 
CDBG  and  UDAG  are  excellent  examples  of  functioning  federalism  and  should  be  maintained  in  their 
present  form;  and 

BE  IT  FURTHER  RESOLVED  that  the  U.S.  Conference  of  Mayors  reaffirms  its  belief  that  the  goals  of  the 
CDBG  and  UDAG  programs  are  legitimate  national  goals  which  should  continue  to  be  supported  by  the 
federal  government;  and 

BE  IT  FURTHER  RESOLVED  that  the  U.S.  Conference  of  Mayors  rejects  profxjsals  that  such  community 
development  goals  are  more  properly  the  business  of  state  government,  without  any  federal  role;  and 

BE  IT  FURTHER  RESOLVED  that  the  U.S.  Conference  of  Mayors  opposes  any  proposals  to  shift  CDBG  and 
UDAG  from  their  present  direct  federal-city  model,  specifically  opposes  folding  CDBG  and  UDAG  into  a 
larger,  "super  block  grant"  as  proposed  earlier  this  year,  and  directs  the  Conference  of  Mayors  staff  to 
work  with  Congress  and  the  Administration  to  ensure  the  continuation  of  the  CDBG  and  UDAG  pro- 
grams in  their  present  form. 
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National  Housing  Policy  and  Federalism 

WHEREAS,  the  decade  of  the  1970's  saw  a  steady  increase  in  housing  costs  of  aD  kinds,  as  shown  by  the 
following  statistics: 

•  median  income  for  homeowners  increased  by  89  percent,  while  median  value  of  a  home  rose  by  175 
percent; 

•  rents  during  the  decade  rose  by  125  percent,  and  total  expenses  for  homeowners  rose  by  112  i>er- 
cent,  while  household  incomes  grew  by  only  98  percent  during  the  same  period;  and 

WHEREAS,  developments  in  the  housing  area  have  affected  the  lower  income  family  and  indi\'idual  par- 
ticularly hard,  as  shown  by  the  following  statistics: 

•  while  the  number  of  renters  with  incomes  below  $3,000  per  year  dropped  by  about  one-half  to  2.9 
million  during  the  1970's,  the  number  of  rental  units  available  to  them  at  rents  at  or  below  30  per- 
cent of  income  fell  by  75  percent,  to  less  than  1.5  million; 

•  while  median  rents  for  all  renters  rose  by  21  percent  from  1978-1980,  median  rents  for  those  wnth 
incomes  below  $3,000  per  year  income  rose  by  38  percent; 

•  while  the  proportion  of  income  spent  for  shelter  for  all  income  groups  rose,  the  medictn  was  25  per- 
cent of  income  or  more  only  for  those  earning  $15,000  per  year  or  less;  and 

•     of  the  2.9  million  households  with  incomes  below  $3,000,  only  about  19  percent  lived  in  subsidized 

housing;  51  percent  were  in  households  with  two  or  more  people;  13  percent  were  married  couples 

and  27  percent  had  children  of  their  own  under  18;  59  percent  paid  more  than  60  percent  of  their 

income  for  rent;  and  46  percent  lived  in  central  cities;  and 

WHEREAS,  the  U.S.  Conference  of  Mayors  has  supported  an  all-incomes  housing  policy  with  a  particular 

emphasis  on  serving  the  needs  of  lower  income  persons;  and 
WHEREAS,  budget  cuts  enacted  by  the  Congress  in  FY82  reduced  federal  assistance  for  low  income  housing 
by  almost  50  percent,  providing  less  than  150,000  units  of  assistance  for  lower  income  persons,  and  pro- 
posed reductions  through  rescissions  in  FY82  would  reduce  this  by  another  50  percent;  and 
WHEREAS,  proposed  budget  le\'els  for  assisted  housing  in  FY83  would  provide  no  new  additional  budget 

authority  for  assisted  housing  of  any  kind  for  the  first  time  in  four  decades;  and 
WHEREAS,  other  budget  cuts  enacted  by  the  Congress  and  proposed  for  FY83  have  substantially  restricted 
funds  available  to  local  and  state  governments  to  pro^^de  services  to  lower  income  people  on  any  terms, 
and  the  worsening  economy  has  created  increased  pressures  to  serve  the  needy  in  cities;  and 
WHEREAS,  the  U.S.  Conference  of  Mayors  believes  that  only  the  federal  government,  through  a  progres- 
sive system  of  taxation,  can  generate  the  revenues  necessan'  to  ensure  equitable  treatment  for  lower 
income  people  in  need  of  housing  assistance  across  the  country;  and 
WHEREAS,  the  U.S.  Conference  of  Mayors  opposes  shifting  the  burden  of  fmancing  necessary  programs  of 
housing  assistance  through  local  tax  systems,  especially  through  sales  and  property  taxes,  which  fall 
most  hea\Tly  on  those  with  modest  incomes, 
NOW,  THEREFORE,  BE  IT  RESOLVED  that  the  U.S.  Conference  of  Mayors,  reafTirms  its  strong  support  for  a 
continued  major  federal  role  in  the  development,  operation,  and  financing  of  housing  assistance  for 
lower  income  people;  and 
BE  IT  FURTHER  RESOLVED  that  the  U.S.  Conference  of  Mayors  calls  on  the  Congress  to  reject  further  cuts 
in  federally  assisted  housing  budgets,  and  to  maintain  at  least  the  same  level  of  funding  in  FY83  as 
approved  in  Appropriations  Acts  in  1981  for  HUD's  assisted  housing  programs;  and 
BE  IT  FURTHER  RESOLVED  that  the  U.S.  Conference  of  Mayors  supports  reforms  in  the  administration  of 
federal  housing  assistance  which  place  greater  reliance  on  local  government  involvement  in  the  alloca- 
tion and  use  of  funds  to  meet  local  priorities  and  urges  the  Administration  to  pro\ide  maximum  prac- 
ticable flexibUity  to  local  governments  in  the  use  of  housing  assistance  funds  allocated  to  cities,  but 
reaffirms  its  strong  belief  that  responsibilit>'  for  providing  housing  assistance  to  lower  incnme  people 
cannot  be  successfully  devolved  onto  state  or  local  governments  without  continuing,  substantial,  and 
adequate  funding  assistance  from  the  federal  level  to  operate  such  programs;  and 
BE  IT  FURTHER  RESOLVED  that  the  U.S.  Conference  of  Maj'ors  reaffirms  its  support  for  an  all-incomes 
housing  polic>',  but  rejects  national  policies  which  pro\ide  assistance  for  one  sector  of  the  housing 
economy  without  adequately  providing  for  others,  particularly  lower  income  f>eople;  and 
BE  IT  FURTHER  RESOLVED  that  while  the  U.S.  Conference  of  Mayors  believes  that  regulatory  reform  at  the 
local  level  should  be  pursued  and  can  help  reduce  housing  cost  somewhat,  that  an  overall  reinvigora- 
tion  of  the  housing  economy  is  dependent  upon  continued  federal  support  for  an  all-incomes  housing 
policy  and  a  reduction  in  interest  rates  for  housing. 
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Senator  Tower.  Senator  Riegle. 

Senator  Riegle.  Mr.  Chairman. 

First,  I  want  to  thank  you  for  that  good  statement,  one  that  I 
found  myself  in  substantial  agreement  with.  There  are  some  sharp 
differences  of  opinion,  both  in  terms  of  national  spending  priorities 
as  well  as  the  proposed  repackaging  and  reshuffling  of  responsibil- 
ities that  have  been  proposed  by  the  Reagan  administration. 

I  find  myself  in  substantial  agreement  with  your  comments.  So  I 
think  I  will  forbear  on  questions  right  now. 

The  chairman  may  have  things  that  he  wants  to  raise  with  you. 

Senator  Tower.  Let's  go  ahead  and  hear  from  Mr.  Scott,  repre- 
senting the  National  Association  of  Counties,  and  the  county  super- 
visor from  Fairfax. 

JIM  SCOTT,  COUNTY  SUPERVISOR,  FAIRFAX,  VA.,  REPRESENTING 
NATIONAL  ASSOCIATION  OF  COUNTIES 

Mr.  Scott.  Thank  you,  Mr.  Chairman. 

Representing  NACO,  I  am  pleased  to  be  here  again.  I  am  Jim 
Scott,  from  Fairfax,  Va.,  and  chairman  of  the  NACO  Community 
Development  Steering  Committee. 

At  our  annual  legislative  conference — a  couple  of  weeks  ago,  I 
guess  now — I  am  happy  to  report  that  our  membership  gave  a 
strong  affirmation  for  the  need  to  reauthorize  the  community  de- 
velopment block  grant  program  and  the  assisted  housing  programs. 

We  are,  of  course,  acutely  aware  that  there  are  important  budget 
constraints  facing  you,  and  I  need  not  point  out  to  you,  Mr.  Chair- 
man, that  housing  has  absorbed  drastic  cuts  in  funding  and  that 
the  block  grant  program  has  been  held  constant  during  the  last  few 
years  in  response  to  budget  problems. 

As  a  result,  there  has  been  a  steady  erosion  of  dollars.  In  addi- 
tion, there  has  been  some  folding  in  of  additional  programs  into  the 
CD  program. 

These  things,  along  with  the  severe  cuts  already  taken  in  hous- 
ing, make  it  imperative  that  the  CD  and  housing  programs  be  au- 
thorized at  at  least  their  current  levels  and  that  some  considera- 
tion be  given  to  increasing  the  authorization  level  to  the  CDBG 
program  to  about  $4.2  billion. 

Because  of  the  counties'  particular  need  for  planning  and  be- 
cause we  are  required  to  have  our  constituent  units  of  government 
sign  into  the  program  for  a  3-year  period,  we  would  like  very  much 
to  have  the  CD  program  reauthorized  for  at  least  3  years. 

NEW  FEDERALISM  PROPOSAL 

Mr.  Chairman,  we  were  asked  to  address  the  New  Federalism 
proposal.  NACO  is  trying  to  still  review  the  administration  propos- 
al and  has  no  specific  position  yet  on  the  two  block  grant  proposals 
which  would  affect  CD. 

However,  the  members  of  our  steering  committee  of  our  Commu- 
nity Development  Steering  Committee  have  discussed  it,  and  I  can 
report  to  you  some  concerns  expressed  on  a  number  of  issues. 

First,  there  is  some  very  grave  concern  about  the  blending  of  CD 
and  general  revenue  sharing  because  the  purposes  and  objectives  of 
the  programs  we  think  are  quite  different. 
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Second,  there  is  already  a  great  deal  of  discretion  in  the  two  pro- 
grams within  the  context  of  their  purposes.  Further,  there  is  no 
long-term  funding  available  for  these  programs  to  insure  their  con- 
tinuation beyond  the  reauthorization  period. 

It's  really  questionable,  we  think,  that  local  budgets  will  be  able 
to  finance  the  diverse  neighborhood,  economic,  development,  senior 
citizen,  housing  and  infrastructure  projects  made  possible  through 
community  development  block  grant  funding. 

Finally,  a  very  important  point.  The  urban  counties  have  an  ad- 
ministrative complication  presented  by  the  proposal.  Counties  re- 
ceive general  revenue  sharing  as  a  separate  entity;  they  receive 
their  CDBG  entitlement,  however,  as  a  "construct"  of  their  cooper- 
ating jurisdictions. 

If  the  funds  are  made  available  as  a  single  block  grant,  questions 
would  arise  as  to  whether  the  funds  would  have  to  be  passed 
through  to  the  local  units  of  government,  or  if  the  expenditure  of 
funds  would  be  limited  to  the  participating  cities  and  towns. 

If  this  is  the  case,  the  county  community  development  programs 
could  effectively  be  dismantled  and  counties  would  lose  their  dis- 
cretion rather  than  enhance  it. 

Despite  the  fact— moving  now  to  the  UDAG  program—  that  only 
14  counties  are  eligible  for  UDAG,  NACo  has  consistently  support- 
ed its  reauthorization. 

We  are  concerned  that  the  unspent  portion  of  the  small  cities 
program  has  become  a  target  for  budget  cutting.  We  believe  that 
the  experience  and  professional  expertise  of  a  county  planning  and 
development  staff  could  be  helpfulin  assisting  small  cities  within  a 
county  in  packaging  and  administering  a  UDAG  program. 

There  has  been  some  experience  already  in  this  regard.  I  draw 
your  attention  to  Riverside,  Calif.,  where  the  city  of  Coachella  has 
worked  with  the  county.  We  would  like  to  see  small  counties  eligi- 
ble for  the  small  cities  UDAG  funds.  We  really  can't  see  any 
reason  why  counties  are  ineligible  now. 

Finally,  although  urban  counties  are  eligible  in  the  UDAG  pock- 
ets of  poverty  program,  the  existing  qualification  requirements 
make  it  extremely  difficult  for  them  to  participate  in  the  program. 
As  we  mentioned,  we  only  have  14.  We'd  like  to  work  with  the 
committee  in  suggesting  possible  changes  in  the  program  require- 
ments that  would  recognize  the  particular  needs  of  counties  with 
pockets  of  poverty  which  may  not  be  as  large  as  the  current  mini- 
mum requirements. 

NACo  is  deeply  concerned  about  the  administration's  budget  re- 
quest for  low-income  housing  assistance.  As  you  know,  it  proposes  a 
deferral  of  $3.1  billion  from  1983  and  only  $514  million  in  new 
budget  authority. 

We  strongly  urge  the  committee  to  set  the  fiscal  year  1984 
budget  authority  at  least  at  the  level  recommended  last  year:  17.4. 
We  further  oppose  the  near  elimination  of  new  low-income  housing 
construction  and  support  a  mix  of  both  new  construction  and  exist- 
ing housing. 
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SUPPORT  CONCEPT  OF  RENTAL  REHAB 

We  support  the  concept  of  a  rental  rehab  and  development  grant. 
We  think  that  urban  counties  should  be  direct  recipients  under  a 
formula  allocation.  We  do  find  a  minimum  allocation  to  be  accept- 
able. Because  local  housing  shortages,  surpluses  and  conditions 
differ  throughout  the  country,  we  think  that  block  grants  should  be 
available  for  both  rehab  and  new  construction  at  the  discretion  of 
the  city  or  county. 

We  support  the  use  of  funds  for  loans  and  grants  in  low-income 
areas  and  urge  that  funds  be  available  to  assist  low-  and  moderate- 
income  households  in  nonconcentrated  areas  as  well.  It's  particu- 
larly important  in  counties  where  the  county's  low-income  popula- 
tion is  usually  dispersed. 

We  strongly  oppose  the  administration's  proposal  that  new  hous- 
ing construction  be  made  an  eligible  CDBG  activity.  The  demands 
on  the  limited  CDBG  funds  are  already  great  and  the  addition  of  a 
new  activity  as  costly  as  new  construction  would  only  serve  to 
drain  the  community  development  block  grant  resources. 

We  support  the  concept  of  housing  vouchers  or  certificates;  how- 
ever, we  do  not  support  program  changes  which  would  make  that 
housing  less  affordable  to  low-income  persons  such  as  counting  food 
stamps  as  income  or  requiring  certificate  holders  to  pay  utilities. 

Finally,  we  urge  the  continuation  of  the  108  loan  guarantee  pro- 
gram which  has  become  a  useful  CD  tool  for  counties.  As  an  illus- 
tration, let  me  describe  how  we've  used  it  in  my  county.  Perhaps 
some  on  the  committee  are  familiar  with  our  mobile  home  park 
along  Route  1  just  outside  of  Alexandria,  Va.  This  park  was  crowd- 
ed, dilapidated,  and  outdated. 

We  are  now  redeveloping  it  as  a  result  of  our  CD  program.  It's 
costly,  it's  difficult,  but  we  are  working  with  the  community  in  the 
surrounding  area — and  the  rehab  of  this  existing  old  mobile  home 
park  was  only  possible  through  the  108  program  and  a  $3.5  million 
loan  guarantee. 

In  closing,  Mr.  Chairman,  I'd  like  very  much  to  thank  you  and 
the  members  of  the  subcommittee  for  the  opportunity  to  present 
the  views  of  the  National  Association  of  Counties.  We  know  you 
will  consider  them  seriously  and  we  look  forward  to  working  with 
you  on  these  issues  in  the  future. 

Thank  you. 

[The  complete  statement  follows:] 
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STATEMENT  BY  THE  HONORABLE  JIM  SCOTT,  SUPERVISOR,  FAIRFAX  COUNTY,  VIRGINIA 
ON  BEHALF  OF  THE  NATIONAL  ASSOCIATION  OF  COUNTIES,  BEFORE  THE  SENATE  SUBCOMMITTEE 
ON  HOUSING  AND  URBAN  AFFAIRS,  ON  THE  REAUTHORIZATION  OF  COMMUNITY  DEVELOPMENT  AND 
HOUSING  PROGRAMS,  MARCH  9,  1983,  WASHINGTON,  D.  C. 


MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE: 

L  AM  PLEASED  TO  AGAIN  BE  TESTIFYING  BEFORE  THIS  SUBCOMMITTEE  ON  BEHALF  OF 
THE  NATIONAL  ASSOCIATION  OF  COUNTIES  (NACo)*.  I  AM  JIM  SCOTT,  A  COUNTY 
SUPERVISOR  FROM  FAIRFAX  COUNTY,  VIRGINIA,  AND  CHAIRMAN  OF  THE  COMMUNITY  DEVELOPMENT 
STEERING  COMMITTEE  OF  THE  NATIONAL  ASSOCIATION  OF  COUNTIES. 

JUST  LAST  WEEK,  NACo  CONDUCTED  OUR  ANNUAL  LEGISLATIVE  CONFERENCE  AND  I  BRING 
TO  YOU  FROM  OUR  MEMBERSHIP  A  STRONG  AFFIRMATION  OF  THE  NEED  TO  REAUTHORIZE  THE 
COMMUNITY  DEVELOPMENT  BLOCK  GRANT  (CDBG)  AND  ASSISTED  HOUSING  PROGRAMS. 

BELIEVE  ME,  MR.  CHAIRMAN,  WE  ARE  ACUTELY  AWARE  OF  THE  BUDGET  CONSTRAINTS 
FACING  YOU  IN  VIEW  OF  THE  NATIONAL  DEFICIT.   I  NEED  NOT  POINT  OUT  TO  YOU  THAT 
HOUSING  HAS  ABSORBED  DRASTIC  CUTS  IN  FUNDING  AND  THE  BLOCK  GRANT  PROGRAM  HAS 
BEEN  HELD  CONSTANT  THE  LAST  TWO  YEARS  IN  RESPONSE  TO  THE  BUDGET  PROBLEMS.  THERE 
HAS  BEEN  A  STEADY  EROSION  IN  THE  REAL  EFFECT  OF  CDBG  DOLLARS.  THIS  IS  DUE  TO 
INFLATION,  THE  FOLD-IN  OF  NUMEROUS  OTHER  CATEGORICAL  PROGRAMS,  AND  THE  INCREASING 
DEMANDS  ON  THE  PROGRAM  DUE  TO  UNEMPLOYMENT  AND  A  DETERIORATING  INFRASTRUCTURE. 
THIS,  ALONG  WITH  THE  SEVERE  CUTS  ALREADY  TAKEN  IN  HOUSING  MAKE  IT  IMPERATIVE  THAT 
THE  CDBG  AND  HOUSING  PROGRAMS  BE  REAUTHORIZED  AT  LEAST  AT  THEIR  CURRENT  LEVELS 


*  The  National  Association  of  Counties  is  the  only  national  organization 
representing  county  government  in  the  United  States.  Through  its  membership, 
urban,  suburban  and  rural  counties  join  together  to  build  effective,  responsive 
county  government.  The  goals  of  the  organization  are  to:  improve  county  govern- 
ment; serve  as  a  liaison  between  the  nation's  counties  and  other  levels  of  govern- 
ment; achieve  public  understanding  of  the  role  of  the  counties  in  the  federal  system. 
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AND  THAT  SOME  SERIOUS  CONSIDERATION  BE  GIVEN  TO  INCREASING  THE  FUNDING  LEVEL  FOR 
CDBG  TO  $4.2  BILLION.  IN  ADDITION,  CDBG  SHOULD  BE  REAUTHORIZED  FOR  AT  LEAST 
THREE  YEARS.  THIS  IS  IMPORTANT  FOR  URBAN  COUNTIES  SINCE  WE  ARE  REQUIRED  TO  HAVE 
OUR  CONSTITUENT  UNITS  OF  GOVERNMENT  SIGN  INTO  THE  PROGRAM  FOR  A  MINIMUM  OF  THREE 
YEARS. 

IN  INVITING  US  TO  TESTIFY,  YOU  ASKED  THAT  WE  ADDRESS  AN  ISSUE  OVERLAYING 
THE  CDBG  PROGRAM,  NAMELY,  THE  NEW  FEDERALISM  PROPOSAL.  NACo  IS  STILL  REVIEWING 
THE  IMPACT  OF  THE  ADMINISTRATION'S  PROPOSAL  AND  HAS  NO  SPECIFIC  POSITION  ON  THE 
TWO  BLOCK  GRANT  PROPOSALS  WHICH  WOULD  AFFECT  CDBG. 

RESULTING  FROM  INITIAL  DISCUSSION  WITH  THE  MEMBERS  OF  THE  NACo  COMMUNITY 
DEVELOPMENT  STEERING  COMMITTEE,  HOWEVER  I  CAN  CONVEY  TO  YOU  CONCERN  EXPRESSED 
RELATED  TO  A  NUMBER  OF  ISSUES.  FIRST,  THE  BLENDING  OF  CDBG  AND  GENERAL  REVENUE 
SHARING  COULD  PRESENT  SOME  PROBLEMS  SINCE  THE  PURPOSES  AND  OBJECTIVES  OF  THE  TWO 
PROGRAMS  ARE  QUITE  DIFFERENT.  SECOND,  THERE  IS  ALREADY  A  GREAT  DEAL  OF  DISCRETION 
IN  THESE  TWO  PROGRAMS  WITHIN  THE  CONTEXT  OF  THEIR  PURPOSES.  FURTHER,  THERE  IS 
NO  LONG  TERM  FUNDING  SOURCE  AVAILABLE  FOR  THESE  PROGRAMS  TO  ENSURE  THEIR  CON- 
TINUATION BEYOND  THE  REAUTHORIZATION  PERIOD.  IT  IS  UNQUESTIONABLE  THAT  LOCAL 
BUDGETS  WOULD  NEVER  BE  ABLE  TO  FINANCE  THE  DIVERSE  NEIGHBORHOOD,  ECONOMIC 
DEVELOPMENT,  SENIOR  CITIZEN,  HOUSING,  AND  INFRASTRUCTURE  PROJECTS  MADE  POSSIBLE 
THROUGH  CDBG  FUNDING.  FINALLY,  A  POINT  VERY  IMPORTANT  TO  URBAN  COUNTIES,  IS  AN 
ADMINISTRATIVE  COMPLICATION  PRESENTED  BY  THE  PROPOSAL.  COUNTIES  RECEIVE  GENERAL 
REVENUE  SHARING  AS  A  SEPARATE  ENTITY.  THEY  RECEIVE  THEIR  CDBG  ENTITLEMENT, 
HOWEVER,  AS  A  "CONSTRUCT"  OF  COOPERATING  JURISDICTIONS.  IF  THE  FUNDS  ARE  MADE 
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AVAILABLE  AS  A  SINGLE  LOCAL  BLOCK  GRANT,  QUESTIONS  ARISE  AS  TO  WHETHER  THE 
FUNDS  WOULD  HAVE  TO  BE  PASSED  THROUGH  TO  THE  LOCAL  UNITS  OF  GOVERNMENT,  OR  IF 
THE  EXPENDITURE  OF  FUNDS  WOULD  BE  LIMITED  TO  THE  PARTICIPATING  CITIES  AND  TOWNS. 
IF  THIS  IS  THE  CASE,  COUNTY  COMMUNITY  DEVELOPMENT  PROGRAMS  COULD  EFFECTIVELY  BE 
DISMANTLED  AND  COUNTIES  WOULD  LOSE  DISCRETION  RATHER  THAN  ENHANCE  IT. 

DESPITE  THE  FACT  THAT  ONLY  14  COUNTIES  ARE  ELIGIBLE  FOR  T'HE  URBAN  DEVELOPMENT 
ACTION  GRANT  (UDAG)  PROGRAM,  NACo  HAS  CONSISTENTLY  SUPPORTED  ITS  REAUTHORIZATION. 
WE  ARE  CONCERNED  THAT  THE  UNSPENT  PORTION  OF  THE  SMALL  CITIES  UDAG  PROGRAM  HAS 
BECOME  A  TARGET  FOR  BUDGET  CUTTING.  CLEARLY,  HIGH  INTEREST  RATES  HAVE  BEEN 
AN  IMPEDING  FACTOR; HOWEVER,  WE  FEEL  THAT  THE  EXPERIENCE  AND  PROFESSIONAL  EXPERTISE 
OF^A  COUNTY  PLANNING  AND  DEVELOPMENT  STAFF  COULD  BE  INSTRUMENTAL  IN  ASSISTING 
SMALL  CITIES  WITHIN  A  COUNTY  IN  PACKAGING  AND  ADMINISTERING  A  UDAG  PROGRAM.  FOR 
THIS  REASON,  WE  ARE  SUGGESTING  THAT  THE  SUBCOMMIHEE  CONSIDER  ALLOWING  COUNTIES 
TO  ACT  AS  AN  AGENT  AT  THE  REQUEST  OF  A  SMALL  CITY  IN  APPLYING  FOR  AND  ADMINISTERING  A 
UDAG  PROGRAM.  COOPERATION  AND  ASSISTANCE  OF  THIS  NATURE  TO  SMALL  CITIES  BY  THEIR 
COUNTIES  IS  ALREADY  TAKING  PLACE.  FOR  EXAMPLE,  IN  RIVERSIDE  COUNTY,  CALIFORNIA,  THE 
CITY  OF  COACHELLA  (POPULATION:  8000)  SUCCESSFULLY  COMPETED  ON  ITS  OWN  FOR  A  SMALL 
CITIES  UDAG.  WHEN  A  KEY  DEVELOPER  ON  THE  PROJECT  WITHDREW,  THE  CITY  REQUESTED 
THE  ASSISTANCE  OF  THE  COUNTY,  WHERE  UPON  THE  COUNTY  RENEGOTIATED  AND  REPACKAGED 
THE  GRANT. 

FURTHER,  AND  MORE  IMPORTANTLY,  WE  SEE  NO  REASON  WHY  COUNTIES  ARE  INELIGIBLE 
TO  APPLY  FOR  SMALL  CITIES  UDAG  FUNDS  AND  WE  URGE  THE  SUBCOMMITTEE  TO  CONSIDER 
EXTENDING  ELIGIBILITY  TO  COUNTIES. 
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FINALLY,  ALTHOUGH  URBAN  COUNTIES  ARE  ELIGIBLE  FOR  THE  POCKETS  OF  POVERTY 
PROGRAM,  THE  EXISTING  QUALIFICATION  REQUIREMENTS  MAKE  IT  EXTREMELY  DIFFICULT 
FOR  COUNTIES  TO  PARTICIPATE  IN  THE  PROGRAM.  WE  WOULD  LIKE  TO  WORK  WITH  THE 
COMMITTEE  ON  THIS  ISSUE  IN  SUGGESTING  POSSIBLE  CHANGES  TO  THE  PROGRAM  REQUIRE- 
MENTS. 

NACo  IS  DEEPLY  CONCERNED  ABOUT  THE  ADMINISTRATION'S  BUDGET  REQUEST  FOR 
LOW  INCOME  HOUSING  ASSISTANCE.  AS  YOU  KNOW,  IT  PROPOSES  A  DEFERRAL  OF  $3.1  BILLION 
FROM  1983  AND  ONLY  $514  MILLION  IN  NEW  BUDGET  AUTHORITY.  WE  STRONGLY  URGE  THE 
COMMITTEE  TO  SET  THE  1984  BUDGET  AUTHORITY  AT  LEAST  AT  THE  LEVEL  RECOMMENDED 
LAST  YEAR  AT  $17.4  BILLION.  WE  FURTHER  OPPOSE  THE  NEAR  ELIMINATION  OF  LOW 
INCOME  HOUSING  CONSTRUCTION  AND  SUPPORT  A  MIX  OF  BOTH  NEW  CONSTRUCTION  AND  EXISTING 
HOUSING. 

WE  SUPPORT  THE  CONCEPT  OF  A  RENTAL  REHABILITATION  AND  DEVELOPMENT  GRANT. 
URBAN  COUNTIES  SHOULD  BE  DIRECT  RECIPIENTS  UNDER  A  FORMULA  ALLOCATION.  WE  DO 
FIND  A  MINIMUM  ALLOCATION  TO  BE  ACCEPTABLE,  HOWEVER.  BECAUSE  LOCAL  HOUSING  SHORT- 
AGES, SURPLUSES,  AND  CONDITIONS  DIFFER  THROUGHOUT  THE  COUNTRY,  SUCH  BLOCK  GRANTS 
SHOULD  BE  AVAILABLE  FOR  REHABILITATION  OR  NEW  CONSTRUCTION  AT  THE  DISCRETION  OF 
THE  CITY  OR  COUNTY.  WE  SUPPORT  THE  USE  OF  THE  FUNDS  FOR  LOANS  AND  GRANTS  IN  LOW 
INCOME  AREAS  AND  URGE  THAT  THE  FUNDS  BE  AVAILABLE  TO  ASSIST  LOW  AND  MODERATE 
INCOME  HOUSEHOLDS  IN  NON-CONCENTRATED  AREAS  AS  WELL.  THIS  IS  PARTICULARLY 
IMPORTANT  IN  COUNTIES  WHERE  THE  LOW  INCOME  POPULATION  IS  USUALLY  DISPERSED. 

WE  STRONGLY  OPPOSE  THE  ADMINISTRATION'S  PROPOSAL  THAT  NEW  HOUSING  CONSTRUCTION 
BE  MADE  AN  ELIGIBLE  CDBG  ACTIVITY.  THE  DEMANDS  ON  THE  LIMITED  CDBG  FUNDS  ARE 
ALREADY  GREAT  AND  THE  ADDITION  OF  A  NEW  ACTIVITY  AS  COSTLY  AS  NEW  CONSTRUCTION 
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WOULD  ONLY  SERVE  TO  DRAIN  THE  COMMUNITY  DEVELOPMENT  BLOCK  GRANT  RESOURCES. 

WE  SUPPORT  THE  CONCEPT  OF  HOUSING  VOUCHERS  OR  CERTIFICATES;  HOWEVER,  WE  DO 
NOT  SUPPORT  PROGRAM  CHANGES  WHICH  WOULD  MAKE  THAT  HOUSING  LESS  AFFORDABLE  TO 
LOWER  INCOME  PERSONS  SUCH  AS  COUNTING  FOOD  STAMPS  AS  INCOME  OR  REQUIRING  CERTIFI- 
CATE HOLDERS  TO  PAY  UTILITIES. 

FINALLY,  WE  URGE  THE  CONTINUATION  OF  THE  SECTION  108  LOAN  GUARANTEE  PROGRAM. 
THIS  HAS  BECOME  A  USEFUL  COMMUNITY  DEVELOPMENT  TOOL.  AS  AN  ILLUSTRATION,  LET 
ME  DESCRIBE  HOW  WE  HAVE  EFFECTIVELY  USED  SECTION  108  IN  MY  COUNTY  OF  FAIRFAX, 
VIRGINIA.  PERHAPS  A  NUMBER  OF  YOU  ARE  FAMILIAR  WITH  THE  WOODLEY-NIGHTENGALE 
MOBILE  HOME  PARK  ON  ROUTE  ONE.  THIS  CROWDED,  DELAPIDATED,  AND  OUTDATED  PARK  IS 
UNDERGOING  REDEVELOPMENT  AS  A  RESULT  OF  OUR  CDBG  PROGRAM.  THE  COSTLY  PROCESS  OF 
ACQUIRING  THE  PARK  AND  ADJACENT  LAND,  RELOCATING  INDIVIDUALS,  REBUILDING  THE 
STREETS,  SIDEWALKS,  AND  INFRASTRUCTURE  OF  THE  COMMUNITY,  AND  REHABILITATING 
EXISTING  MOBILE  HOMES,  WAS  ONLY  POSSIBLE  THROUGH  THE  USE  OF  A  $3.5  MILLION  108 
LOAN  GUARANTEE. 

IN  CLOSING,  MR.  CHAIRMAN,  I  WOULD  LIKE  TO  THANK  YOU  AND  THE  MEMBERS  OF  THE 
SUBCOMMITTEE  FOR  THE  OPPORTUNITY  TO  PRESENT  TO  YOU  THE  VIEWS  OF  THE  NATIONAL 
ASSOCIATION  OF  COUNTIES.  WE  KNOW  THEY  WILL  BE  SERIOUSLY  CONSIDERED  AND  NACo 
LOOKS  FORWARD  TO  WORKING  WITH  YOU  ON  THESE  ISSUES  IN  THE  WEEKS  AND  MONTHS  AHEAD. 

THANK  YOU. 
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BIOGRAPHY 

JAMES  SCOTT 

JAMES  scon  IS  A  COUNTY  SUPERVISOR  REPRESENTING  THE  PROVIDENCE  DISTRICT 
OF  FAIRFAX  COUNTY,  VIRGINIA.  HE  WAS  ELECTED  TO  THE  COUNTY  BOARD  OF  SUPERVISORS 
IN  NOVEMBER  1971  AND  RE-ELECTED  IN  1975  AND  1979.  IN  ADDITION  TO  HIS  DUTIES 
AS  COUNTY  SUPERVISOR,  MR.  SCOTT  HAS  SERVED  AS  CHAIRMAN  OF  THE  NORTHERN  VIRGINIA 
TRANSPORTATION  COMMISSION  (1980-81),  A  MEMBER  OF  THE  WATER  RESOURCES  PLANNING 
BOARD  (1979-80),  AND  A  MEMBER  OF  THE  BOARD  OF  TRUSTEES  FOR  THE  FAIRFAX  HOSPITAL 
ASSOCIATION  (1973-82),  AND  IS  CURRENTLY  THE  COUNTY  REPRESENTATIVE  FOR  THE  WASHINGTON 
METROPOLITAN  AREA  TRANSIT  AUTHORITY. 

MR.  SCOTT  IS  A  MEMBER  OF  THE  BOARD  OF  DIRECTORS  OF  THE  NATIONAL  ASSOCIATION 
OF  COUNTIES  (NACo)  AND  IS  CHAIRMAN  OF  THE  NACo  COMMUNITY  DEVELOPMENT  STEERING 
COMMITTEE.  HE  SERVED  AS  PRESIDENT  OF  THE  VIRGINIA  ASSOCIATION  OF  COUNTIES  FROM 
1979-80. 

MR.  scon  IS  MARRIED  WITH  ONE  DAUGHTER.  HE  HOLDS  A  MASTERS  DEGREE  FROM  THE 
UNIVERSITY  OF  NORTH  CAROLINA  AT  CHAPEL  HILL  AND  IS  CURRENTLY  WORKING  TOWARD  A 
DOCTORATE  IN  PUBLIC  ADMINISTRATION  AT  GEORGE  MASON  UNIVERSITY. 

Senator  Tower.  Thank  you,  Mr.  Scott.  I'd  like  to  turn  now  to  the 
Honorable  Cathy  Reynolds,  of  the  City  Council  of  Denver. 

KATHY  REYNOLDS,  CITY  COUNCIL  MEMBER,  DENVER,  COLO.; 
REPRESENTING  NATIONAL  LEAGUE  OF  CITIES 

Ms.  Reynolds.  Thank  you,  Mr.  Chairman.  My  name  is  Cathy 
Reynolds,  I'm  a  council  member  from  Denver,  Colo.  I'm  here  today 
because  I  also  serve  as  chairman  of  the  National  League  of  Cities' 
Committee  on  Economic  Development. 

If  I  may,  Mr.  Chairman,  I  would  like  to  submit  the  National 
League  of  Cities'  priorities  statement  for  1983  which  was  adopted 
by  the  board  of  directors  this  past  week,  and  also  submit  for  the 
record  a  full  copy  of  some  testimony.  Although  I'll  spare  us  the 
pleasure  of  reading  it  today,  I'll  give  you  some  brief  remarks  orally. 

Senator  Tower.  We  would  incorporate  those  reports  into  the 
record  at  this  point. 

[The  material  referred  to  follows:] 
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PRIORITIES  FOR  AMERICA'S  CITIES 

ADOPTED  BY  THE  BOARD  OF  DIRECTORS 
OF  THE 
NATIONAL  LEAGUE  OF  CITIES 

^4ARCH  6,  1983 

OVERVIEW 

The  Nation's  cities  face  difficult  problems  over  the  next  five 
years,  brought  on  by  the  continuing  low  level  of  economic 
activity  and  cuts  in  federal  and  state  aid  to  local  governments. 
The  National  League  of  Cities  believes  that  it  is  now  time  to 
shift  national  policy  toward  a  concerted  effort  to  ensure  strong 
and  substantial  economic  and  employment  growth  and  to  strengthen 
the  ability  of  local  governments  to  provide  important  public 
services . 

To  achieve  these  goals,  NLC  recommends  a  four-part  program:   to 
restore  strong  economic  growth,  to  extend  and  strengthen  major 
urban  programs,  to  begin  the  task  of  modernizing  the  Nation's 
public  infrastructure,  and  to  define  certain  f ederal-state-and- 
local  relationships. 

President  Reagan's  FY  1984  budget  does  not  adequately  address 
the  needs  of  the  Nation's  cities.   It  accepts  slow  economic 
growth  and  continuing  high  unemployment,  it  continues  the 
greatest  peacetime  .arms  buildup  ever,  while  forcing  devastating 
additional  spending  cuts  on  important  social  programs;  and  it 
provides  inadequate  help  for  cities  to  maintain  needed  facilities 
and  public-services.   NLC  believes  the  President's  budget  should 
be  substantially  revised. 

We  are  particularly  concerned  over  the  President's  continuing 
efforts  to  reduce  federal  aid  for  the  poor  and  near-poor.   The 
budget  proposes  further  reductions  in  such  programs  as  food 
stamps,  aid  to  families  with  dependent  children,  and  low  income 
energy  assistance.   NLC  strongly  opposes  these  cuts  and  urges 
Congress  to  reject  the  President's  budget  r^equests. 

Despite  our  concern  with  the  budget,  NLC  supports  current  efforts 
by  the  Administration  and  the  Congress  to  develop  legislation 
extending  unemployment  benefits,  creating  immediate  job  opportu- 
nities, and  providing  emergency  relief  for  victims  of  the 
recession.   We  believe  such  action  is  an  important  first  step 
in  reducing  high  unemployment  and  providing  humanitarian  aid  to 
thousands  of  our  citizens. 

ECONOMIC  AND  EMPLOYMENT  GROWTH 

Restoring  strong  economic  and  employment  growth  must  be  the 
federal  government's  highest  priority.   To  achieve  this  goal, 
NLC  recommends  the  following: 
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1.  Further  Reduce  Interest  Rates.   NLC  supports  the  change  in 
Federal  Reserve  Board  policy  to  encourage  economic  expansion  and 
urges  that  it  be  maintained.   NLC  believes  the  large  and  growing 
federal  deficits  are  the  major  cause  of  high  long  term  interest 
rates.   NLC  urges  the  Administration,  the  Congress,  and  indepen- 
dent agencies  of  government  to  adopt  a  coordinated  approach  to 
reduce  interest  rates  during  1983. 

2.  Reduce  the  Federal  Deficit.   To  alleviate  reasonable  fears 
that  high  deficits  in  future  years  could  arrest  expected  economic 
recovery,  NLC  urges  Congress  and  the  Administration  to  reduce 
projected  deficits  for  FY's  1984-1986  by  first,  significantly 
reducing  the  rate  of  real  growth  in  defense  spending;  second, 
delaying  cost-of-living  adjustments  in  all  non-needs  tested 
entitlement  programs  for  six  months  and  changing  indexing 
mechanisms  in  such  programs  to  the  lower  of  the  CPI  or  a  wage 
index;  and  third,  eliminating  indexation  of  tax  brackets  scheduled 
to  take  effect  in  1985. 

NLC  supports  eliminating  the  third  year  of  the  tax  cut,  to  take 
effect  on  July  1,  1983.   VJe  urge  the  Congress  to  re-examine 
other  tax  reduction  provisions,  especially  those  instituted  in 
the  1981  and  1932  tax  laws,  and  to  consider  eliminating  or 
freezing  those  provisions. 

3.  Create  Short-Term  Jobs  Immediately.   While  a  long-term 
solution  to  high  unemployment  must  rely  on  strong  and  substan- 
tial economic  growth,  we  encourage  the  Administration  and  the 
Congress  to  continue  their  current  efforts  to  help  the  unemployed. 
NLC  urges  the  Congress  to  enact  a  short-term  jobs  program,  one 
that  can  be  initiated  quickly,  is  labor-intensive,  includes 
retraining,  and  public  employment  at  or  above  the  federal 
minimum  wage.   Such  jobs  should  be  in  addition  to  the  jobs  and 
emergency  assistance  program  now  under  consideration. 

NLC   supports  a  bipartisan  social  security  agreement  as  an 
important  contribution  to  restoring  public  confidence  in  our 
basic  retirement  system.   We  believe  its  prohibition  on  further 
state  and  local  government  withdrawals  from  the  social  security 
system   are  required  at  this  time  to  restore  the  solvency  of  the 
social  security  system. 

4.  Define  a  National  Industrial  Policy.   NLC  urges  the  Administra- 
tion and  the  Congress  to  define  a  national  industrial  policy  that 
will  develop  and  coordinate  tax  and  spending  incentives,  improve 
the  international  competitiveness  of  American  goods  and  services, 
and  assist  industries  and  employees  affected  by  international 
shifts  in  economic  activity. 
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MAJOR  URBAN  PROGRAIIS 

During  1983  Congress  must  act  to  reauthorize  major  urban  programs 
that  will  otherwise  expire.   NLC  urges  timely  action  by  the 
Congress  on  these  reauthorizations,  in  order  to  remove  uncertainty 
in  local  budgeting  for  FY  1984  and  succeeding  fiscal  years. 

General  Revenue  Sharing 

NLC's  first  priority  for  1983  is  reauthorization  and  reasonable 
funding  for  the  general  revenue  sharing  program,  by  all  measures 
the  most  important  federal  program  of  support  for  local  govern- 
ments.  NLC  urges  a  five-year  extension  of  GRS,  with  a  reasonable 
increase  in  funding.   An  increase  is  justified  to  help  restore 
the  purchasing  power  of  the  revenue  sharing  dollar;  enhance  the 
flexibility  of  cities  to  respond  to  cutbacks  in  other  programs 
during  the  past  several  years;  and,  most  important,  enable  cities 
to  maintain  and  expand  their  efforts  to  deal  with  the  social 
problems  of  those  hit  hardest  by  the  recession. 

Community  Development  Block  Grants 

NLC  urges  reauthorization  of  this  key  program  for  five  years, 
with  an  increase  in  funding  over  the  President's  request  of 
$3.5  billion  for  CDBG.   An  increase  for  CDBG  would  accommodate 
the  growing  number  of  cities  qualifying  for  entitlement  status; 
the  increased  demands  on  CDBG  funds  resulting  from  reductions 
in  and  terminations  of  other  programs;  and  the  growing  need  to 
use  CDBG  funds  for  social  services.   We  oppose  expansion  of 
CDBG  eligible  activities  when  it  serves  as  a  means  of  reducing 
or  eliminating  programs  in  the  housing  and  community  development 
area. 

Urban  Development  Action  Grants 

We  urge  the  Congress  to  reauthorize  this  important  program. 
New  UDAG  appropriations  should  be  kept  at  their  FY  1983  level 
($440  million) ;  the  current  backlog  of  funds  should  be  reduced 
quickly  as  economic  recovery  occurs  and  HUD  increases  its 
technical  assistance  to  small  cities. 

Economic  Development  Administration 

We  support  the  reauthorization  of  EDA  or  of  similar  economic 
development  programs.   We  oppose  the  Administration's  proposal 
to  transfer  funds  out  of  EDA. 
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Mass  Transit 

NLC  believes  that  DOT's  proposed  FY  84  budget  is  a  subversion  of 
the  recently-passed  surface  transportation  legislation  which 
was  accepted,  approved  and  signed  into  law  by  the  President  and 
which  NLC  supported  in  good  faith.   Therefore,  NLC  rejects  the 
proposed  transit  budget  and  we  strongly  urge  Congress  to  restore 
the  full  amount  of  gas  tax  and  general  revenue  funding  agreed 
to  in  December,  to  fund  operating  assistance  at  authorized  levels, 
and  to  continue  to  allow  new  starts  to  be  eligible  for  capital 
assistance. 

Housing 

NLC  strongly  opposes  the  Administration's  continuing  efforts  to 
end  federally-assisted  new  and  rehabilitated  housing  for  those 
of  low  and  moderate  income,  a  need  the  private  sector  simply 
cannot  meet.   We  urge  the  Congress  to  reject  the  Administration's 
general  approach  to  assisted  housing  and  to  enact  a  new  construc- 
tion and  rehabilitation  program  for  low-  and  moderate- income 
households.   In  addition,  we  urge  Congress  to  provide  adequate 
funding  levels  for  public  housing  operating  assistance  and 
modernization  in  order  to  preserve  the  Nation's  large  stock  of 
public  housing. 

Employment  and  Training 

NLC  supports  the  President's  proposals  to  extend  the  federal 
supplemental  compensation  program;  to  implement  a  dislocated 
workers'  program  authorized  at  a  level  of  $240  million;  and, 
with  changes,  to  authorize  a  sub-minimum  wage  for  youth. 

We  support  the  sub-minimum  wage  for  youth,  however,  only  if  the 
new  wage  level  applies  only  to  youth  aged  14  through  18  during 
the  summer  months,  rather  than  14  to  22  as  proposed  by  the 
President;  and  if  funding  for  the  summer  youth  program  is 
increased  to  provide  for  one  million  summer  jobs,  at  whatever 
wage  level  is  agreed  to  by  the  Congress. 

Natural  Gas  Pricing 

NLC  will  support  natural  gas  pricing  proposals  which  satisfy  the 
following  criteria.   Any  proposal  must: 

•  restore  order  to  natural  gas  markets; 

•  increase  comptition  in  both  the  production  and 
distribution  of  natural  gas;  and 

•  restrict  industry  practices  which  create  inequit- 
able market  pricing  impacts  on  consumers. 
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Energy  Programs 

NLC  strongly  opposes  Administration  efforts  to  eliminate  all 
state  and  local  energy  programs,  including  the  Solar  and 
Conservation  Bank,  low  income  weatherization  funding,  the  schools 
and  hospitals  programs,  the  Energy  Extension  Service,  and  the 
state  energy  conservation  grant  programs. 

Environmental  Programs 

NLC  urges  the  Congress  to  extend  the  Nation's  two  major  environ- 
mental laws--the  Clean  Air  and  Clean  Water  Acts — but  efforts  to 
modify  the  standards  and  compliance  requirements  by  acknowledging 
that  economic  and  natural  factor  and  administrative  good  sense 
must  be  taken  into  account  when  applying  these  compliance  require- 
ments.  These  laws  are  responsible  for  substantial  improvements 
in  the  Nation's  physical  environment,  as  well  as  improved  health 
for  the  residents  of  cities.   NLC  further  urges  that  federal  and 
state  authorities  responsible  for  environmental  programs  to  work 
together  in  an  effort  to  avoid  duplication  and  unnecessary  costs 
in  environmental  programs. 

NLC  requests  Congress  quickly  amend  the  Clean  Air  Act  by  adopting 
legislation  that  explicitly  provides  for  more  graduated  and 
flexible  sanctions.   NLC  believes  EPA  should  impose  funding 
sanctions  and  restrictions  on  new  source  permits  for  areas  failing 
to  make  a  good  faith  effort  to  comply  with  the  Clean  Air  Act. 
However,  EPA  should  be  given  greater  discretion  to  impose  a 
graduated  set  of  sanctions  so  that  penalties  imposed  can  be 
tailored  to  the  severity  of  the  violations  committed.   Sanctions 
should  be  imposed  on  the  level  of  government  or  agency  directly 
responsible  for  non-compliance. 

NLC  urges  the  Congress  to  reauthorize  the  Resources  Conservation 
and  Recovery  Act  with  amendments  to  ensure  full  cradle-to-grave 
protection  from  hazardous  materials,  and  to  amend  the  Hazardous 
Materials  Transportation  Act  to  provide  for  adequate  enforcement 
and  response  capacity  at  the  municipal  level. 

NLC  urges  the  Administration  to  more  effectively  implement  and 
enforce  the  Superfund  program  and  Congress  to  appropriate  adequate 
funds  for  research  and  development  activities  so  that  the  federal 
government  can  reassume  a  leadership  role  in  protecting  public 
health  and  safety. 

MODERNIZING  OUR  PUBLIC  INFRASTRUCTURE 

We  urge  the  Congress  and  the  Administration  to  develop  a  compre- 
hensive policy  for  the  modernization  of  the  Nation's  infrastruc- 
ture.  Through  our  task  forces  on  infrastructure  and  municipal 
bonds,  NLC  will  work  closely  with  the  Congress  and  the  Administra- 
tion to  develop  such  a  policy. 
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FEDERAL-STATE-LOCAL  RELATIONSHIPS 

This  year  Congress  will  consider  three  important  aspects  of  federal, 
state,  and  local  relationships:   first,  the  President's  revised 
"New  Federalism"  proposal;  second,  the  right  of  states  and 
localities  to  regulate  the  growing  cable  television  industry 
through  their  traditional  franchising  powers;  and  third,  the 
potential  liability  of  cities  under  the  federal  anti-trust  laws, 
brought  on  by  the  Supreme  Court's  Boulder  decision. 

New  Federalism 

The  President  has  proposed  a  New  Federalism  involving  four  "block 
grants":   a  "state  block  grant",  a  "federal-local  block  grant 
(CDBG  and  GRS) " ,  a  "transportation  block  grant"  and  a  "rural 
housing  block  grant".   NLC  opposes  these  four  block  grants. 

Cable  Television 

An  industry-backed  effort  to  reduce  significantly  state  and  local 
authority  over  cable  services  and  prohibit  the  setting  and 
enforcement  of  reasonable  regulatory  requirements  is  being  given 
serious  congressional  consideration.   At  stake  is  city  authority 
to  regulate  rates,  ensure  the  availability  of  public,  educational, 
and  governmental  access  programming,  consider  competing  bids  from 
cable  companies  during  the  ref ranchising  process,  set  franchise 
fees,  and  own  and  operate  cable  systems.   NLC  strongly  opposes 
this  unnecessary  federal  legislation  that  would  unjustifiably 
preempt  local  rights  in  this  area  and  shift  basic  accountability 
from  the  most  immediately  involved  service  areas.   The  federal 
government  should  limit  foreign  ownership  of  cable  systems  only 
if  it  can  be  shown  that  such  ownership  threatens  the  domestic 
cable  industry  and  does  not  enhance  competition. 

Anti-Trust  Liability 

The  Supreme  Court's  decision  in  Community  Communications  Company, 
Inc.  V.  City  of  Boulder  (1982)  to  subject  the  governmental 
activities  of  cities  to  scrutiny  under  the  anti-trust  laws  has 
created  widespread  uncertainty  as  to  the  extent  of  municipal 
authority.   In  order  to  preserve  local  authority,  NLC  urges  the 
Congress  to  amend  the  anti-trust  laws  to  exempt  cities  from 
liability  to  the  same  extent  as  states  under  Parker  v.  Brown  and 
subsequent  Court  decisions. 
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Ms.  Reynolds.  First,  community  development,  is  an  obvious  pri- 
ority for  the  National  League  of  Cities.  NLC  urges  reauthorization 
of  the  CDBG  program  for  3  years,  with  an  increase  over  the  admin- 
istration's request  of  $3.5  million. 

An  increase  of  funding  would  accommodate  the  growing  number 
of  cities  that  will  qualify  for  entitlement  status  and  the  increased 
demand  on  CDBG  funds  resulting  from  the  reductions  in  and  ter- 
minations of  other  programs. 

NLC  strongly  opposes  the  administration  proposal  to  add  new 
housing  construction  as  an  eligible  activity  under  CDBG,  to  elimi- 
nate the  provision  that  permits  cities  to  make  lump  sum  draw- 
downs of  CDBG  allocations  for  rehabilitation  and  the  termination 
of  the  section  108  loan  guarantee  program. 

In  addition,  we  urge  the  committee  to  revise  the  current  provi- 
sions regarding  the  10-percent  limitation  on  the  use  of  public  serv- 
ices under  CDBG. 

We  have  submitted  a  detailed  proposal  regarding  these  changes 
to  the  subcommittee  staff. 

NLC  opposes  the  administration's  proposal  to  require  mandatory 
administration  of  the  CDBG  small  cities  program  by  States.  We 
view  the  continuation  of  the  State  role  as  an  experiment  whose 
value  must  be  assessed  after  a  reasonable  period  of  time. 

We  urge  the  committee  to  establish  in  law  effective  direction  to 
the  State  program  in  order  to  bring  it  into  conformity  with  the  na- 
tional objectives  established  by  Congress  for  the  CDBG  entitlement 
program. 

I  would  also  like  to  speak  to  the  New  Federalism  for  just  a 
moment,  if  I  may.  Although  not  included  in  its  fiscal  year  1984 
budget  request,  the  administration  has  proposed  a  new  block  grant 
that  would  combine  the  entitlement  portion  of  the  CDBG  program 
and  general  revenue  sharing  into  one  Federal  block  grant. 

NLC  strongly  opposes  combining  CDBG  with  revenue  sharing.  In 
our  view,  eliminating  and  preventing  slums  and  blight  and  preserv- 
ing viable  neighborhoods  are,  and  have  been,  important  areas  of 
national  concern  and  responsibility. 

While  it  is  true  that  cities  would  gain  in  flexibility,  there's  no 
denying  that  every  CDBG  dollar  transformed  into  a  GRS  dollar, 
which  need  not  be  spent  on  those  activities,  would  dilute  that  na- 
tional concern  and  responsibility. 

This  week  our  board  of  directors  overwhelmingly  took  the  posi- 
tion that  these  two  programs  should  not  be  included  in  the  New 
Federalism  proposal. 

The  administration's  budget  proposes  only  a  $196  million  in 
fiscal  year  1984  for  the  CDBG  program,  a  decrease  of  $244  million 
from  the  $440  million  appropriated  in  fiscal  year  1983. 

We  urge  that  this  important  economic  development  tool  for  our 
cities  be  reauthorized  to  at  least  $440  million  in  fiscal  year  1984. 
We  believe  the  current  backlog  of  funds  should  be  reduced  quickly 
as  economic  recovery  occurs. 

In  addition,  we  urge  that  HUD  increase  its  technical  assistance 
efforts  for  small  cities,  which  comprise  a  substantial  portion  of  the 
backlog. 
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We  strongly  oppose  the  administration's  proposal  to  shift  MSA 
central  cities  with  populations  under  50,000  from  the  large  city 
UDAG  program  to  the  small  cities  UDAG  program. 

We  believe  that  these  cities,  as  entitlement  cities  under  the 
CDBG  program,  should  continue  to  compete  with  the  large  city  por- 
tion of  UDAG. 

The  HUD  fiscal  year  1984  budget  proposals  continues  drastic  re- 
ductions in  new  funding  for  section  8  and  public  housing  assist- 
ance. Once  again,  the  Administration  relies  on  a  housing  voucher 
program  as  the  major  vehicle  for  providing  housing  assistance  to 
low-  and  moderate-income  households. 

NLC  strongly  opposes  the  administration's  efforts  to  end  federal- 
ly assisted  new  and  rehabilitated  housing  for  our  needy  citizens. 
We  urge  the  committee  to  reject  the  administration's  general  ap- 
proach to  assisted  housing  and  to  enact  a  new  construction  and  re- 
habilitation program  for  low-  and  moderate-income  households. 

In  addition,  NLC  opposes  the  administration's  proposed  housing 
payment  certificates  or  voucher  progam  that  would  substantially 
reduce  the  value  and  the  benefits  of  such  certificates  to  low-  and 
moderate-income  households. 

RESHAPE  RENTAL  REHABILITATION  GRANT  PROGRAM 

We  commend  the  efforts  of  the  committee  to  reshape  the  admin- 
istration's rental  rehabilitation  grant  program  by  increasing  the 
authorization  from  $150  million  to  $300  million  in  1984,  and  per- 
mitting up  to  10  percent  of  the  funds  to  be  made  available  for  inno- 
vative housing  programs  including  new  construction. 

We  believe  that  this  approach  to  providing  housing  assistance  is 
headed  in  the  right  direction  in  its  recognition  of  the  need  for  a 
housing  production  program,  the  allocation  of  housing  funds  by  for- 
mula, and  the  pivotal  role  local  governments  must  play  in  address- 
ing their  local  housing  problems. 

However,  it  is  inadequate  in  terms  of  replacing  public  housing 
and  section  8  new  and  substantial  rehabilitation,  as  well  as  the  312 
rehabilitation  loans  and  section  8  moderate  rehabilitation  pro- 
grams. 

Over  the  last  two  months  the  National  League  of  Cities  and  the 
U.S.  Conference  of  Mayors  and  the  Council  of  State  Housing  Agen- 
cies have  been  exploring  the  feasibility  of  a  multiple  delivery 
system  to  address  the  problems  of  providing  new  construction  and 
rehabilitation  assistance  for  low-  and  moderate-income  persons. 

Our  proposal  contains  the  following  major  features:  Primary 
roles  for  local  and  State  governments;  separate  allocations  for  met- 
ropolitan cities;  and  small  cities  through  States,  HUD,  and  State 
housing  finance  agencies;  use  of  a  needs  based  formula  for  distrib- 
uting the  funds;  maximum  flexibility  for  city  governments  in  using 
the  funds;  providing  that  75  percent  of  program  funds  be  spent  for 
housing  for  low-  and  moderate-income  households;  and  the  avail- 
ability of  a  voucher  program  like  the  current  section  8  existing 
housing  certificates  to  accompany  the  program  and  to  provide  the 
necessary  ongoing  subsidy  for  tenants. 

Such  a  new  program  design  is  based  on  the  continued  operation 
of  several  existing  programs,  including  the  current  Farmers  Home 
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Administration  programs;  section  202  housing  for  the  elderly  and 
handicapped;  a  modest  level  of  development  authority  for  new 
public  housing  units;  and  the  continued  availability  of  tax-exempt 
mortgage  revenue  bonds. 

As  the  debate  continues  on  formulating  new  alternatives  to  the 
section  8  construction  and  substantial  rehabilitation  programs,  we 
look  forward  to  working  with  this  subcommittee  in  developing  a 
reasonable  solution  to  providing  assistance  to  our  low-  and  moder- 
ate-income households. 

In  fiscal  year  1984  the  administration's  major  public  housing  ini- 
tiative is  the  reshaping  of  how  public  housing  operating  subsidies 
are  calculated. 

The  new  proposal  would  allocate  operating  subsidies  based  on 
the  fair  market  rent  for  comparable  units  in  the  area.  In  addition, 
after  a  4-year  transition  period,  the  administration  proposes  to 
eliminate  the  existing  separate  public  housing  modernization  pro- 
gram and  combine  it  with  operating  subsidies. 

The  National  League  of  Cities  opposes  the  combining  of  public 
housing  operating  subdsidies  and  modernizaton  funding  under  the 
new  "fair  market  rent"  configuration. 

We  believe  that  improvements  can  be  made  in  the  existing  oper- 
ating subsidies  formula,  but  the  distinct  purposes  and  funding  for 
public  housing  operating  subsidies  and  modernization  must  contin- 
ue at  reasonable  levels  in  order  to  protect  the  Nation's  investment 
in  our  existing  public  housing  stock. 

Mr.  Chairman,  I  appreciate  the  opportunity  to  appear  before  you 
this  morning.  Thank  you  very  much. 

[The  complete  statement  follows:] 
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STATEMENT 

OF 

CATHY  REYNOLDS,  COUNCIL  MEMBER,  DENVER,  COLORADO 

FOR  THE 

NATIONAL  LEAGUE  OF  CITIES 

MARCH  9,  1983 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am 
Cathy  Reynolds,  Council  member  of  Denver,  Colorado.   I 
serve  as  chairman  of  the  Community  and  Economic  Development 
Policy  Committee  of  the  National  League  of  Cities  (NLC) . 

NLC,  as  you  know,  represents  over  15,000  municipalities 
through  our  network  of  state  municipal  leagues  and  nearly 
1,000  direct  member  cities.   I  am  pleased  to  be  here  today 
to  express  our  views  on  legislation  critical  to  our  nation's 
cities,  the  reauthorization  of  community  development  and 
housing  programs. 

If  I  may,  Mr.  Chairman,  I  would  like  to  submit  for 
the  record  the  National  League  of  Cities'  Priorities  for 
1983. 
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Community  Development 

Since  its  creation  in  1974,  with  the  consolidation 
of  the  various  categorical  urban  development  programs, 
the  Community  Development  Block  Grant  Program  (CDBG) , 
has  demonstrated  its  effectiveness  and  has  become  one  of 
the  most  important  federal  assistance  programs  for  our 
local  governments.   The  CDBG  program  has  significantly 
improved  the  ability  of  cities  to  mobilize  resources  to 
deal  with  the  problems  of  housing,  neighborhood  conservation 
and  revitalization.   The  block  grant  program  provides 
cities  with  a  basic  level  of  predictable,  flexible,., 
on-going  funding,  while  being  sufficiently  targeted  to 
carry  out  national  objectives  established  by  Congress. 
We  believe  these  are  important  features  which  must  be 
retained. 

NLC  urges  reauthorization  of  the  CDBG  program  for 
3  years,  with  an  increase  over  the  administration's  request 
of  $3.5  billion  for  CDBG.   An  increase  in  CDBG  funding 
would  accommodate  the  growing  number  of  cities  that  will 
qualify  for  entitlement  status;  the  increased  demands  on 
CDBG  funds  resulting  from  the  termination  of  the  312 
rehabilitation  loan  program  and  substantial  reductions  in 
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such  programs  as  low-income  weatherization  and  EDA;  and 
greater  pressure  on  the  use  of  CDBG  funds  for  social 
services. 

NLC  strongly  opposes  the  administration's  proposals 
to  add  new  housing  construction  as  an  eligible  activity  under 
CDBG,  to  eliminate  the  provision  that  permits  cities  to 
make  lump  sum  araw-downs  of  CDBG  allocations  for 
rehabilitation  and  the   termination  of  the  Section  108 
loan  guarantee  program,  which  permits  CDBG  entitlement 
recipients  to  finance  the  acquisition  and  rehabilitation 
of  real  property. 

We  believe  that  the  addition  of  new  housing  construction  will 
put  undue  pressure  on  the  limited  CDBG  dollars  at  a  time  when 
assisted  housing  new  construction  funds  have  been  drastically 
reduced. 

The  Section  108  program  has  proved  to  be  an  increasingly 
important  development  tool.   Last  year,  according  to  HUD, 
a  record  52  applications  were  approved  for  a  total  of 
$179  million  in  guaranteed  loans.   These  were  credited  with 
creating  or  saving  many  jobs,  leveraging  considerable  new 
private  investment,  and  significantly  increasing  local  tax 
revenues.   HUD  expects  an  even  greater  demand  for  these 
resources  this  year. 
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In  the  case  of  lump-siim  drawn  loans,  we  believe 
that  the  barring  of  such  draw-downs  would  punish  the 
vast  inajority  of  cities  which  have  not  abused  this 
provision,  for  the  sake  of  the  few  that  have.   We  urge 
HUD  to  take  iiranediate  action  against  those  cities  which 
have  improperly  used  this  provision. 

We  also  urge  the  committee  to  revise  the  current 
provisions  regarding  the  10  percent  limitation  on  the  use 
of  social  services  under  CDBG.   Under  existing  law, 
localities  which  exceed  this  limit  are  permitted  to  seek 
waivers  from  HUD,  in  order  to  maintain  the  higher  levels 
of  spending  which  they  had  reached  prior  to  the  1981 
CDBG  amendments . 

Our  proposed  change  would  permit  those  localities, 
which  during  fiscal  years  1981  through  1983,  exceeded  the 
10  percent  limitation,  to  maintain  a  level  of  spending  in 
this  area  at  a  level  equal  to  but  not  exceeding  the  maximum 

amount  or  percentage  spent  on  such  activities  during  those  fiscal 
years.   This  proposal  would  eliminate  the  requirement 
that  cities  ask  HUD  co  evaluate  requests  for  such  waivers, 
providing  those  localities  greater  discretion  and  flexibility 
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in  addressing  their  social  services  needs.   Other 
communities  that  had  not  requested  the  waivers  during 
fiscal  years  1981,  1982  and  1983  would  continue  to  be 
subject  to  the  10  percent  limitation  on  social  services. 

Small  Cities 

NLC  opposes  the  administration's  proposal  to  require 
mandatory  administration  of  CDBG  small  cities  program  by 
states.   We  did  not  support  the  transfer  of  the  small 
cities  program  to  the  states  under  the  1981  amendments. 
However,  now  that  the  transfer  has  begun,  with  many  states 
developing  and  implementing  their  programs,  repeal  of  this 
provision  would  disrupt  these  programs  for  small  cities. 
We  view  the  continuation  of  the  state  role  as  an  experiment 
whose  value  must  be  assessed  after  a  reasonable  period. 
We  understand  HUD  has  commissioned  such  a  study. 

We  urge  the  Committee  to  establish  in  law  effective 
direction  to  the  state  program  including,  ensuring  that 
activities  under  the  program  principally  benefit  low  and 
moderate  income  persons;  requiring  that  funds  be  distributed 
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by  the  state  on  a  competitive  basis;  requiring  that  states 
pass  through  certification  requirements  in  the  area  of  civil 
rights  and  other  federal  standards  to  local  grantees; 
establishing  uniform  reporting  requiretnents  for  states  or 
localities;  and  providing  direction  as  to  the  respective 
federal  and  state  responsibilities  for  monitoring  the  use 
of  funds  of  local  grantees.   Moreover,  states  should  engage 
in  meaningful  consultation  with  small  cities  throughout  the 
course  of  the  program.   We  believe  that  these  provisions  will 
ensure  that  the  CDBG  small  cities  program  carries  out  the 
national  objectives  established  by  Congress  for  CDBG 
entitlement  program. 

New  Federalism 

Although  not  included  in  its  fiscal  year  19SA   budget 
request,  the  administration  has  proposed  a  new  "mega-block 
grant"  that  would  combine  the  entitlement  portion  of  the 
CDBG  program  and  General  Revenue  Sharing  into  one  federal- 
local  block  grant.   Each  year  cities  could  receive  up  to 
20  percent  of  their  CDBG  entitlements  in  revenue  sharing 
payments,  so  that  in  the  fifth  year  a  city  could  receive 
all  of  its  CDBG  funds  in  "no  strings  attached"  revenue 
sharing.   At  the  same  time,  others  could  opt  to  continue 
any  or  all  of  the  CDBG  program  as  now  administered  by  HUD. 
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In  addition,  the  state  and  HUD  small  cities  CDBG  programs 
would  be  incorporated  into  an  overall  state  fiscal 
assistance  trust  fund,  along  with  22  other  federal 
agencies'  programs. 

NLC  strongly  opposes  combining  CDBG  with  revenue 
sharing.   In  our  view,  eliminating  and  preventing  slums 
and  blight  and  preserving  viable  neighborhoods  are,  and 
have  been,  important  areas  of  national  concern  and 
responsibility.   While  it  is  true  that  cities  would 
gain  in  flexibility,  there  is  no  denying  that  every  CDBG 
dollar  transformed  into  a  GRS  dollar,  which  need  not 
be  spent  on  these  activities,  would  dilute  "that  natiohal 
concern  and  responsibility.  This  week  our  Board  of  Directors 
overwhelmingly  took,  the  position  that  these  two  programs 
should  not  be  included  in  any  new  federalism  proposal. 

Urban  Development  Action  Grants 

The  administration's  budget  proposes  only  $196  million 
in  fiscal  year  1984  for  the  CDBG  program,  a  decrease  of  $244 
million  from  the  $440  million  appropriated  in  fiscal  year 
1983.   We  urge  that  this  important  economic  development  tool 
for  our  cities  be  reauthorized  to  at  least  $440  million  in 
fiscal  year  1984,   We  believe  the  current  backlog  of  funds 
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should  be  reduced  quickly  as  economic  recovery  occurs. 
In  addition,  we  urge  that  HUD  increase  its  technical 
assistance  efforts  to  small  cities,  which  comprise  a 
substantial  portion  of  the  backlog. 

We  strongly  oppose  the  administration's  proposal 
to  shift  MSA  central  cities  with  populations  under  50,000 
from  the  large  city  UDAG  program  to  the  small  cities  UDAG 
program.   We  believe  that  these  cities,  as  entitlement 
cities  under  the  CDBG  program  ,  "should  continue  to  compete 
within  the  large  city  portion  of  UDAG. 

Housing  Assistance 

The  HUD  FY' 1984  budget  proposes  continued  drastic 
reductions  in  new  funding  for  Section  8  and  public  housing 
assistance.   Under  the  administration's  plan,  there  would 
only  be  $515  million  in  new  budget  authority  for  assisted 
housing  in  FY  1984.   It  assumes  the  recapture  of  funds 
through  the  cancellation  of  thousands  of  commitments  for 
new  or  rehabilitated  housing  units  already  approved  under 
the  Section  8  and  public  housing  programs.   Once  again, 
the  administration  relies  on  a  housing  voucher  program  as 
the  major  vehicle  for  providing  housing  assistance  to  low- 
and  moderate  income  households. 
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NLC  Strongly  opposes  the  administration's  efforts  to 
end  federally-assisted  new  and  rehabilitated  housing  for 
our  neediest  citizens.   NLC  believes  that  the  administration's 
approach  would  have  a  devastating  impact  on  the  ability  of 
many  low- income  families  to  find  or  retain  adequate  shelter. 
We  urge  the  committee  to  reject  the  administration's  general 
approach  to  assisted  housing  and  to  enact  a  new  construction 
and  rehabilitation  program  for  low-  and  moderate- income 
households. 

In  addition,  NLC  opposes  the  administration's  proposed 
Housing  Payment  Certificates  or  voucher  program  that  would 
reduce  the  current  15-year  subsidy  term  to  5  years;  raise 
the  current  cap  on  rent  increases  from  10  percent  to  20 
percent  of  income;  and  count  the  value  of  food  stamps  as 
income.   We  believe  that   an  existing  housing  certificate 
program  is  a  necessary  component  of  any  housing  assistance 
program,  but  not  when  it  substantially  reduces  the  value 
and  benefits  of  such  certificates  to  low  and  moderate  income 
households . 
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We  commend  the  efforts  of  the  committee  to  reshape 
the  administration's  rental  rehabilitation  grant  program, 
by  increasing  the  authorization  from  $150  million  to  $300 
million  in  FY  1984,  and  permitting  up  to  10  percent  of  the 
funds  to  be  made  available  for  innovative  housing  programs, 
including  new  construction.   We  believe  that  this  approach 
to  providing  housing  assistance  is  headed  in  the  right 
direction  in  its  recognition  of  the  need  for  a  housing 
production  program,  the  allocation  of  housing  funds  by 
formula,  and  the  pivotal  role  local  governments  must  play 
in  addressing  their  local  housing  problems.   However,  it 
is  inadequate  in  terms  of  replacing  public  housing  and 
Section  8  new  and  substantial  rehabilitation,  as  well  as 
the  312  rehabilitation  loan  and  Section  8  moderate 
rehabilitation  programs. 

Over  the  last  few  months,  the  National  League  of  Cities, 
U.  S.  Conference  of  Mayors  and  the  Council  of  State  Housing 
Agencies  have  been  exploring  the  feasibility  of  a  multiple 
delivery  system  to  address  the  problems  of  providing  new 
construction  and  rehabilitation  assistance  for  low  and 
moderate  income  persons.   Our  proposal  contains  the  following 
major  features:  primary  roles  for  local  and  state  governments; 
separate  allocations  for  metropolitan  cities,  and  small 
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cities  through  states,  HUD,  and  state  housing  finance 
agencies;  use  of  a  needs  based  formula  for  distributing 
the  funds;  maximum  flexibility  for  city  governments  in 
using  the  funds;  providing  that  75  percent  of  program 
funds  be  spent  for  housing  for  low  and  moderate  income 
households;  and  availability  of  a  voucher  program  like  the 
current  Section  8  existing  housing  certificates  to 
accompany  the  program  to  provide  the  necessary  on-going 
subsidy  for  tenants. 

Such  a  new  program  design  is  based  on  the  continued 
operation  of  several  existing  housing  program,  including 
the  current  Farmers  Home  Administration  programs;  "Section 
202  housing  for  the  elderly  and  handicapped;  a  modest  level 
of  development  authority  for  new  public  housing  units;  and 
the  continued  availability  of  tax-exempf  mortgage  revenue 
bonds. 

As  the  debate  continues  on  formulating  new  alternatives 
to  the  Section  8  construction  and  substantial  rehabilitation 
programs,  we  look  forward  to  working  with  this  subcommittee 
in  developing  a  reasonable  solution  to  providing  assistance 
for  our  low  and  moderate  income  households. 
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Public  Housing 

In  FY  1984  the  HUD  budget  provides  for  no  additional 
public  housing  development  funds.   Instead,  the  administration's 
major  public  housing  initiative  is  the  reshaping  of  how 
public  housing  operating  subsidies  are  calculated.   Currently, 
the  subsidies  are  intended  to  cover  the  difference  between 
income  from  tenant  rents  and  the  historical  costs  of 
operating  public  housing  projects.   The  new  proposal  would 
allocate   $1.6  billion  for  subsidies  in  FY  1984,  based 
on  the  "fair  market  rent"  for  comparable  units  in  the  area. 
In  addition,  after  a  four  year  transition  period,  the 
administration  proposes  to  eliminate  the  existing  separate 
public  housing  modernization  program  and  combine  it  with 
operating  subsidies.   The  HUD  budget  proposes  $1.4  billion 
for  modernization  in  FY  1984. 

NLC  opposes  the  combining  of  public  housing  operating 
subsidies  and  modernization  funding  under  a  new  "fair  market 
rent"  configuration.   We  believe  that  improvements  can  be 
made  in  the  existing  operating  subsidies.  Performance  Funding 
System  (PES) ,  but  the  distinct  pur-oses  and  funding  for 
public  housing  operating  subsidies  and  modernization  must 
continue  at  reasonable  levels  in  order  to  protect  the  nation's 
investment  in  our  existing  public  housing  stock. 

Mr.  Chairman  and  members  of  the  committee,  I 
appreciate  the  opportunity  to  appear  before  you  and  present 
the  views  of  the  National  League  of  Cities. 
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Senator  Tower.  Thank  you  very  much,  Miss  Reynolds.  We'll 
next  hear  from  Mr.  Juan  Montes. 

JUAN  MONTES,  CAMPANA  PRO  PRESERVACION  DEL  BARRIO,  EL 
PASO,  TEX.:  REPRESENTING  WORKING  GROUP  FOR  COMMUNI- 
TY DEVELOPMENT  REFORM,  ACCOMPANIED  BY  PAUL  BLOYD 

Mr.  Montes.  My  name  is  Juan  Montes  for  El  Paso,  Tex.  I  work 
with  La  Campana  Pro  Preservacion  del  Barrio  (Campaign  to  Pre- 
serve the  Community),  a  grassroots  community  organization  in  its 
ninth  year  of  existence. 

I  work  primarily — centers  in  the  Segundo  Barrio,  a  residential 
community  of  approximately  15,000  residents  located  between 
downtown  El  Paso  and  Ciudad  Juarez,  Mexico. 

La  Campana  was  formed  as  a  response  to  the  mass  demolition 
and  forced  eviction  of  thousands  of  our  people.  We  have  lost  one 
half  of  our  population  in  less  than  10  years  due  to  Government  ac- 
tions and  inactions. 

Senator  Tower.  Would  you  yield  for  a  question  at  that  point,  Mr. 
Montes? 

Was  that  influenced  primarily  by  the  Chamizan  settlement? 

Mr.  Montes.  This  is  between  the  bridges  and  the  downtown  area. 

Ms.  Reynolds.  So  the  redirection  of  the  boundary  by  the  Chami- 
zan settlement 

Mr.  Montes.  It  was  more  to  the  east,  the  southeast. 

Senator  Tower.  Thank  you. 

Mr.  Montes.  After  years  of  struggling  against  the  annihilation  of 
our  barrio  by  local  and  Federal  programs,  we  took  the  initiative  of 
struggling  against  the  annihilation  of  our  barrio  by  local  and  Fed- 
eral programs. 

SOUTHSIDE  low-income  DEVELOPMENT  CORPORATION 

We  took  the  initiative  of  establishing  the  South  Side  Low-Income 
Development  Corporation  in  order  to  bring  badly  needed  housing  to 
our  community. 

In  spite  of  the  fact  that  the  horrendous  living  and  housing  condi- 
tions of  the  barrio  have  been  documented  time  and  again  by  both 
HUD  and  the  city  and  these  housing  conditions  have  been  used  to 
legitimize  the  city  of  El  Paso's  applications  for  CDBG  funds,  less 
than  1  million  out  of  43  million  received  by  the  city  has  been  allo- 
cated to  south  side's  housing  programs. 

I'm  here  today  to  express  our  community's  concerns  about  the 
need  for  Congress  to  provide  legislative  protections  against  HUD's 
plans  for  the  CDBG  program  as  expressed  in  its  letter  to  the  com- 
mittee dated  February  25,  1983,  its  earlier  regulation  proposals, 
and  the  White  House  plan  to  dissolve  CDBG  in  the  general  revenue 
sharing  programs. 

All  these  plans  will  adversely  affect  low-income  communities. 

In  summary,  our  concerns  center  on:  First,  HUD's  intent  to  not 
conduct  a  review  of  the  local  programs  that  will  assure  principal 
benefit  to  low-  and  moderate-income  people  and  its  unwillingness 
to  make  principal  benefit  a  program  requirement.  Second,  HUD's 
expressed  interest  in  maintaining  flexibility  for  higher-income  ceil- 
ings. Third,  inadequate  protections  against  displacement's  effects  of 
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revitalization  activity;  fourth,  dilution  of  the  affordability  require- 
ments for  multifamily  housing  rehabilitation  to  be  met  to  satisfy 
the  low/mod  benefit  requirement. 

I'll  be  referring  to  these  concerns  throughout  this  testimony. 

It  is  also  necessary  to  give  a  brief  overview  of  the  housing  condi- 
tions and  demographic  data  of  El  Paso's  Segundo  Barrio  communi- 
ty so  you  may  better  understand  our  reason  for  these  concerns. 

The  housing  stock  in  Segundo  Barrio  consists  predominantly  of 
tenement  structures.  The  average  tenement  is  a  two-story  brick 
edifice  containing  20  to  24  dwelling  units  with  1  outdoor  coldwater 
faucet  and  2  outdoor  toilets  per  floor. 

The  average  dwelling  unit  consists  of  two  rooms  with  exposed 
electrical  wiring,  cracked  wooden  floors,  crumbling  walls,  broken 
windows,  and  rodents. 

The  1970  census  report  documents  that  of  the  total  4,514  year- 
round  units  in  South  El  Paso,  3,360  or  74  percent  lack  some  or  all 
plumbing  facilities. 

While  the  citywide  unemployment  hovers  at  16  percent,  the  Se- 
gundo Barrio  unemployment  rate  is  easily  threefold,  and  is  exem- 
plified by  the  hundreds  of  men  on  the  streets  in  the  early  morning 
hours  waiting  for  an  opportunity  to  work,  even  at  below  minimum 
wage. 

La  Campana  Pro  Preservacion  del  Barrio  has  used  every  conceiv- 
able strategy  to  get  the  city  to  respond  to  the  conditions  of  the 
barrio.  Members  of  our  community  have  participated  in  public 
hearings.  We  have  met  with  community  development  adminstra- 
tors,  elected  officials,  and  HUD  bureaucrats  offering  specific  recom- 
mendations for  what  is  needed  in  the  barrio. 

We  have  submitted  administrative  complaint  after  administra- 
tive complaint.  As  a  result  in  1980  HUD  instructed  the  city  to  elim- 
inate South  El  Paso  as  a  neighborhood  strategy  area. 

Rather  than  instructing  the  city  to  develop  appropriate  pro- 
grams, HUD  bureaucrats  stated  that  the  administrative  complaint 
had  served  to  document  that  the  problems  in  the  Segundo  Barrio 
were  so  severe  that  the  city  would  be  unable  to  meet  the  housing 
and  community  development  needs  of  the  NSA  within  6  to  9  years. 

Consequently,  in  El  Paso  community  development  funds  are  no 
longer  targeted  to  the  neediest  areas,  and  HUD  condoned  it. 

EL  PASO's  MULTIFAMILY  REHAB  PROGRAM 

El  Paso's  multifamily  rehab  program  is  a  prime  example  of  a 
harmful  rather  than  a  beneficial  program.  In  this  rehab  program's 
short  existence  of  1  year,  it  has  permanently  displaced  over  120 
low-income  families.  This  past  September,  48  families  were  simulta- 
neously evicted  from  four  tenements  with  no  relocation  assistance 
whatsoever. 

The  worst  aspect  of  this  program  is  the  insensitive,  inhumane 
manner  in  which  it  has  been  implemented.  Tenants  are  not  told  of 
the  impending  rehab  until  the  day  they  receive  a  1-month  notice  to 
vacate.  Not  being  able  to  find  housing,  partly  because  of  the  lack  of 
any  type  of  relocation  assistance,  and  partly  because  of  a  vacancy 
rate  of  less  than  2  percent,  tenants  find  themselves  in  an  indefensi- 
ble legal  position.  Tenement  owners  and  realty  agents  then  intimi- 


255 

date  and  harass  tenants  until  they  are  literally  forced  to  move,  and 
usually  into  even  worse  living  conditions. 

Once  four  or  five  units  are  empty,  whole  construction  crews 
invade  the  tenement  building  and  commence  to  demolish  the  units 
on  top  of  the  remaining  tenants.  The  noise,  pollution,  and  in- 
creased traffic  creates  an  uninhabitable  atmosphere,  putting  tre- 
mendous strain  on  family  life.  The  few  families  that  remain, 
unable  to  find  housing,  are  forced  be  bear  the  dangers  of  living  in  a 
construction  site.  CD  rehab  staff  work  with  realtors  to  create  such 
an  atmosphere,  and  do  nothing  to  mitigate  the  adverse  effects  that 
they  themselves  have  created.  To  date,  CD  staff  or  relocation  em- 
ployees have  not  contacted  or  informed  tenants  evicted  in  Septem- 
ber of  any  replacement  housing  whatsoever.  In  short,  relocation  as- 
sistance in  the  city  of  El  Paso  does  not  exist  in  a  meaningful  way, 
and  will  not  exist  until  HUD  obligates  the  city  to  take  action. 

HUD's  typical  response  is  that  they  could  not  intervene  because 
it  is  a  local  jurisdictional  matter,  and  HUD  cannot  meddle  in  the 
city's  affairs.  HUD  washes  its  hands  of  its  responsibilities  of  enforc- 
ing relocation  assistance  and  antidisplacement  strategies  to  the 
detriment  of  low-income  tenants. 

The  fact  that  third  party  indirect  displacement  occurs  rules  out 
the  possibility  of  tenants'  being  protected  under  the  Uniform  Relo- 
cation Act.  The  only  benefits  received  by  tenants  are  based  on  an 
outdated  Federal  Highway  Administration  schedule,  and  even 
these  benefits  are  not  released  if  tenants  owe  back  rent  or  deposits. 

A  third  issue,  and  most  important  one,  is  who  will  live  in  the  re- 
habbed  units.  Although  city  rehab  staff  give  lip  service  to  tenants' 
rights  of  first  refusal,  this  is  a  sham,  since,  first,  rents  are  in- 
creased fourfold,  making  them  unaffordable;  and  second,  the  re- 
habbed  units  are  so  small  that  families  with  children  are  not  even 
allowed  to  reapply,  much  less  move  back  in. 

Our  organization  has  struggled  consistently  for  new  construction 
and  rehabilitation  of  housing  in  our  community.  Ironically,  we  con- 
vinced the  city  to  deal  with  multifamily  rehab  since  their  original 
rehab  program  targeted  for  Segundo  Barrio  dealt  only  with  single- 
family,  owner-occupied  homes  in  an  area  where  91  percent  of  the 
residents  are  renters. 

REHAB  PROGRAM  IS  SERIOUSLY  DEFICIENT 

The  design  of  the  multifamily  rehab  program  is  seriously  defi- 
cient in  that  there  are  no  safeguards  which  insure  that  low-income 
people  will  be  the  beneficiaries,  not  just  the  displacees  of  this  pro- 
gram. Specifically,  safeguards  are  necessary  to  assure  the  afford- 
ability  of  the  units  after  rehab  for  low-income  renters,  and  that 
families  with  children  not  be  discriminated  against.  The  irony  of  it 
all  is  that  we  are  forced  to  live  in  substandard  units  for  decades. 
Then,  when  our  homes  are  made  adequate,  they  are  for  someone 
else. 

As  you  can  see,  our  concerns  about  HUD  review  of  program 
benefit,  of  income  ceilings,  of  HUD's  lack  of  adequate  protections 
against  displacement  and  its  unwillingness  to  define  "affordability" 
in  rehab  requirements  that  need  to  be  met  to  satisfy  low-  and  mod- 
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erate-benefit  requirements  are  based  on  our  community's  continu- 
ing experience  with  this  program. 

In  conclusion,  it  should  be  noted  that  we  have  described  only  one 
of  the  many  CDBG  programs  in  El  Paso  that  harm  instead  of  bene- 
fit low-income  people.  The  essence  of  this  testimony  is  that  CDBG 
funds  do  not  get  to  the  people  they  are  intended  to,  yet  huge  profits 
are  made  by  slumlords,  contractors,  and  bankers.  From  our  per- 
spective in  the  Barrio,  we  see  that  HUD  does  not  know  what  is 
going  on,  and  when  it  does,  it  is  impotent  to  act  because  of  weak, 
unenforceable  regulations. 

To  close  in  a  positive  vein,  we  propose  that  Congress  counter 
HUD's  expressed  intentions  to  weaken  the  targeting  of  the  CDBG 
program  and  that  it  support  the  following: 

Prohibit  any  type  of  displacement  of  low-income  residents  caused 
by  federally  funded  projects  which  lack  provision  for  adequate  re- 
placement housing  and  the  opportunity  to  remain  in  the  neighbor- 
hood. 

Adopt  an  adequately  funded  entitlement  and  income-based  hous- 
ing assistance  program  to  enable  low-income  people  to  obtain 
decent  housing  at  costs  they  can  afford. 

Expand  production  and  preservation  programs  to  meet  those  low- 
income  housing  needs  which  cannot  and  will  not  be  met  by  an 
income  support  policy  alone. 

Reaffirmation  of  the  Federal  Government's  role  in  guaranteeing 
fair  access  to  housing  of  all  citizens,  including  strengthening  of  the 
Federal  fair  housing  law  and  its  enforcement. 

Lastly  and  most  importantly  to  us,  a  strong  role  for  community- 
based,  nonprofit  organizations  in  the  implementation  of  housing 
programs,  along  with  the  availability  of  Federal  assistance  to  meet 
a  broad  range  of  housing  needs  at  the  neighborhood  and  communi- 
ty level. 

Now,  I  would  like  to  pass  to  Mr.  Paul  Bloyd. 

Mr.  Bloyd.  Mr.  Chairman,  I  believe  it's  significant  that  prior  to 
Mr.  Montes'  testimony  none  of  the  city  or  county  witnesses  made 
any  comment  on  HUD's  proposal  that  would  negatively  affect  the 
act's  primary  objective  of  benefiting  low-  and  moderate-income 
people.  Problems  with  the  1982  community  development  block 
grant  program  affecting  benefits  to  low-  and  moderate-income  resi- 
dents are  described  in  the  working  group's  most  recent  report,  the 
title  of  which  is  "The  CDBG  Program  in  1982:  A  Move  Toward  Rev- 
enue-Sharing," which  I  request  be  made  part  of  the  record. 

Senator  Tower.  It  will  be  made  part  of  the  record. 

[Material  referred  to  follows:] 
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U  Campana  Pro  Preservacion  del  Barrio 

Post  Office  Box  1489 

El  Paso,  Texas 


Statement  of  Juan  Tdntes  before  the 
Se/^e  Subcommittee  on  Housing  and  Community  Development 

Farch  9,  1983 


1^  name  is  Juan  FbNTES  frct^  El  Paso,  Texas,  I  work  with  La  Campana  Pro 
Preservacio'n  del  Barrio  (Campaign  to  Preserve  the  Community),  a  grassroots 
community  organization  in  its  9th  year  of  existence.  Our  kdrk  primarily 

CENTERS  IN  THE  SeGUNDO  BaRRIO,  A  RESIDENTIAL  COMMUNITY  OF  APPROXIMATELY 
15,000  RESIDENTS  LOCATED  BETWEEN  DOWNTOWN  El  PaSO  AND  ClUDAD  JUAREX,  ftXICO, 
La  CaMPA'nA  was  formed  as  a  response  to  the  mass  demolition  and  FORCED 
EVICTIONS  OF  THOUSANDS  OF  OUR  PEOPLE;  WE  HAVE  LOST  ONE-HALF  OF  OUR  POPULATION 
IN  LESS  THAN  TEN  YEARS  DUE  TO  GOVERNMENTAL  ACTIONS  AND  INACTION.  AfTER 
YEARS  OF  STRUGGLING  AGAINST  THE  ANNIHIU\TION  OF  OUR  BaRRIO  BY  LOCAL  AND 
FEDERAL  PROGRAMS,  WE  TOOK  THE  POSITIVE  INITIATIVE  OF  ESTABLISHING  THE 

SouTHSiDE  Low  Income  Housing  Development  Corporation  (SLIHDC)  in  order  to 

BRING  BADLY  NEEDED  HOUSING  TO  OUR  COMMUNITY.   In  SPITE  OF  THE  FACT  THAT  THE 
HORRENDOUS  LIVING  AND  HOUSING  CONDITIONS  OF  THE  BaRRIO  HAVE  BEEN  DOCUMENTED 
TIME  AND  AGAIN  BY  BOTH  HUD  AND  THE  CITY  AND  THESE  HOUSING  CONDITIONS  HAVE 
BEEN  USED  TO  LEGITIMIZE  THE  CITY  OF  El  PaSO's  APPLICATIONS  FOR  CDBG  FUNDS, 
LESS  THAN  $1  MILLION  OUT  OF  OVER  $43  MILLION  RECEIVED  BY  THE  CITY  HAS  BEEN 
ALLOCATED  TO  SLIHDC' S  HOUSING  PROGRAM, 
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i  am  here  today  to  express  our  community's  concern  about  the  need  for 
Congress  to  provide  legislative  protections  against  HUD's  plans  for  the 
Community  DEVELOPMEm"  Block  Grant  as  expressed  in  its  letter  to  the 
Committees  dated  February  25^  1983,  its  earlier  regulation  proposals,  and 
the  White  House  plan  to  dissolve  CDBG  into  the  General  Revenue  Sharing 
Program.  All  these  plans  will  adversely  affeq  low-incotc  communities.  In 
summary,  our  concerns  center  ON: 

(1)  HUD's  intent  to  not  conduct  a  review  of  the  local  programs 
that  will  assure  principal  benefit  to  low-  and  moderate- I rCOME 

people  and  its  unwillingness  to  make  PRINCIPAL  BENEFIT  A 
PROGRAM  REQUIREMENT. 

(2)  HUD's  expressed  interest  in  maintaining  flexibility  for  HIGHER 

income  ceilings. 

(3)  Inadequate  protections  against  displacement  effects  of 
revitalization  activity, 

(4)  Dilution  of  the  affordability  regajirements  for  multi-family 

HOUSING  rehabilitation  TO  BE  MET  TO  SATISFY  THE  LOW/MOD  BENEFIT 

requirement. 

I  WILL  BE  REFERRING  TO  THESE  CONCERNS  THROUGHOUT  THIS  TESTIMONY.   It  IS 
ALSO  NECESSARY  TO  GIVE  A  BRIEF  OVERVIEV/  OF  THE  HOUSING  CONDITIONS  AND  DEMO- 
GRAPHIC DATA  OF  El  Paso's  Segundo  Barrio  cq^^unity  so  that  you  may  better 

UNDERSTAND  OUR  REASONS  FOR  THESE  CONCERNS.  ThE  HOUSING  STOCK  IN  SeGUNDO 
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Barrio  consists  predominantly  of  tenement  structures.  The  average 
tenement  is  a  tvio-story  brick  edifice  containing  20-24  dv'elling  units  with 

ONE  OUTDOOR  COLD  WATER  FAUCET  AND  TWO  OUTDOOR  TOILETS  PER  FLOOR,  ThE 
AVERAGE  DWELLING  UNIT  CONSISTS  OF  TVVO  ROOMS  WITH  EXPOSED  ELECTRICAL  WIRING^ 
CRACKED  WOODEN  FLOORS^  CRUMBLING  WALLS^  BROKEN  WINDOWS^  AND  RODENTS,  ThE 

1970  Census  Report  documents  that  of  the  total  4^514  year-round  units  in 
South  El  Paso,  3,350  (74%)  lack  some  or  all  plumbing  facilities.  While  the 
citywide  unemployment  rate  hovers  at  15%,  the  Segundo  Barrio  unemployment 

RATE  is  easily  THREEFOLD  AND  IS  EXEMPLIFIED  BY  THE  HUNDREDS  OF  MFN  ON  THE 

streets  in  the  early  morning  hours  waiting  for  an  opportunity  to  work  even 
at  below-minimum  wage. 

La  Camp ana  Pro  Preservacion  del  Barrio  has  used  every  conceivable 

STRATEGY  TO  GET  THE  CiTY  TO  RESPOND  TO  THE  CONDITIONS  OF  THE  BaRRIO.  FfeMBERS 
OF  OUR  COMMUNITY  HAVE  PARTICIPATED  IN  PUBLIC  HEARINGS,  WE  HAVE  MET  WITH 

Community  Development  administrators,  elected  officials,  and  HIID  bureaucrats, 

OFFERING  specific  RECOMMENDATIONS  FOR  WHAT  IS  NEEDED  IN  THE  BaRRIO,  We  HAVE 
SUBMITTED  ADMINISTRATIVE  COMPLAINT  AFTER  ADTIINISTRATIVE  COMPLAINT,  As  A 
RESULT,  IN  19S0  HUD  INSTRUCTED  THE  CiTY  TO  ELIMINATE  SoUTH  El  PaSO  AS  A 

Neighborhood  Strategy  Area.  Rather  than  instructing  the  City  to  develjdp 

APPROPRIATE  programs,  HUD  BUREAUCRATS  STATED  THAT  THE  ADMINISTRATIVE  COMPLAINT 
HAD  SERVED  TO  DOCUMENT  THAT  THE  PROBLEMS  IN  THE  SeGUNDO  BaRRIO  WERE  SO  SEVERE 
THAT  THE  CiTY  WOULD  BE  UNABLE  TO  MEET  THE  HOUSING  AND  COmUNITY  DEVELOPMENT 
NEEDS  OF  THE  NSA  WITHIN  6-9  YEARS,  CONSEQUENTLY,  IN  El  PaSO,  COMMUNITY 
DEVELOPMENT  FUNDS  ARE  NO  LONGER  TARGETED  TO  THE  NEEDIEST  AREAS  AND  HUD 
CONDONED  IT, 
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El  Paso's  PIultifamily  Rehab  program  is  a  prime  example  of  a  harmful 

RATHER  THAN  BENEFICIAL  PROGRAM,   In  THIS  REHAB  PROGRAM'S  SHORT  EXISTENCE 
of  1  YEAR^  IT  HAS  PERMANENTLY  DISPLACED  OVER  120  FAMILIES.  ThIS  PAST 

September^  48  families  were  simultaneously  evicted  from  4  tenements  with 

MINIMAL  RELOCATION  ASSISTANCE.  ThE  WORST  ASPECT  OF  THIS  PROGRAM  IS  THE 

insensitive^  inhumane  manner  in  which  it  is  being  implbcnted.  tenants 
are  not  told  of  the  impending  rehab  until  the  day  they  receive  a  one-month 
Notice  of  Vacate.  Not  being  able  to  find  housing^  partly  because  of  the 
lack  of  any  type  of  relocation  assistance  and  partly  because  of  a  vacancy 
rate  of  less  than  2%^  tenants  find  themselves  in  an  indefensible  legal 
POSITION.  Tenement  owners  and  realtor  agents  then  intimidate  and  harass 

TENANTS^  UNTIL  THEY  ARE  LITERALLY  FORCED  TO  MOVE  —  AND  USUALLY  INTO  EVEN 
WORSE  LIVING  CONDITIONS.  ONCE  FOUR  OR  FIVE  UNITS  ARE  EMPTY^  WHOLE  CON- 
STRUCTION CREWS  INVADE  THE  TENEMENT  BUILDING  AND  COMMENCE  TO  DEMOLISH  THE 
UNITS  ON  TOP  OF  THE  REMAINING  TENANTS.  ThE  NOISE^  POLLUTION^  AND  INCREASED 
TRAFFIC  CREATES  AN  UNIHABITABLE  ATMOSPHERE  PUTTING  TREMENDOUS  STRAIN  ON  FATIILY 
LIFE,  The  few  families  that  remain^  unable  to  find  housing^  ARE  FORCED  TO 
BEAR  THE  DANGERS  OF  LIVING  IN  A  CONSTRUCTION  SITE.  CD  REHAB  STAFF  'MRK  WITH 
REALTORS  TO  CREATE  SUCH  AN  ATMOSPHERE  AND  DO  NOTHING  TO  MITIGATE  THE  ADVERSE 
EFFECTS  THAT  THEY  THEMSELVES  HAVE  CREATED.  To  DATE^  CD  STAFF  OR  RELOCATION 
EMPLOYEES  HAVE  NOT  CONTACTED  OR  INFORMED  TENANTS  EVICTED  IN  SEPTEMBER  OF  ANY 
REPLACEMENT  HOUSING  WHATSOEVER,   In  SHORT^  RELDCATION  ASSISTANCE  IN  THE  CiTY 

OF  El  Paso  does  not  exist  in  a  meaningful  way^  and  will  not  exist  until  HUD 

OBLIGATES  THE  CiTY  TO  TAKE  ACTION.  HUD's  TYPICAL  RESPONSE  WAS  THAT  THEY 
COULD  NOT  INTERVENE  BECAUSE  IT  WAS  A  "LXAL  JURISDICTIONAL  MATTER"  AND  HUD 
CANNOT  MEDDLE  IN  ThE  CiTY's  AFFAIRS.  HUD  WASHES  ITS  HANDS  OF  ITS 
RESPONSIBILITIES  OF  ENFORCING  RELXATION  ASSISTANCE  AND  ANT I -DISPLACEMENT 
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STRATEGIES  TO  THE  DETRIMENT  OF  THE  LOW-INCOME  TENANT,  ThE 

fact  that  third  party  "indirect"  displacemerft  occurs^  rules  out  the 
possibility  of  tenants  being  protected  under  the  uniform  relocation  act, 
The  only  benefits  received  by  tenants  are  based  on  an  outdated  Federal 
Highway  Administration  schedule  and  even  these  benefits  are  not  released 

IF  TENAI^S  owe  BACK  RENT  OR  DEPOSITS.  A  THIRD  ISSUE  AND  MOST  IMPORTANT 
ONE  IS  WHO  WILL  LIVE  IN  THE  REHABBED  UNITS.  ALTHOUGH  CiTY  REHAB  STAFF 
GIVE  LIP  SERVICE  TO  TENANTS'  RIGHT  OF  FIRST  REFUSAL^  THIS  IS  A  SHm^  SINCE 
(1)  RENTS  ARE  INCREASED  FOUR-FOLD^  MAKING  THEM  UNAFFORDABLE  AND  (2)  THE 
REHABBED  UNITS  ARE  SO  SMALL  THAT  FAMILIES  WITH  CHILDREN  ARE  NOT  EVEN 
ALLOWED  TO  REAPPLY  MUCH  LESS  MOVE  BACK  IN. 

Our  ORGANIZATION  HAS  STRUGGLED  CONSISTENTLY  FOR  NEW  CONSTRUCTION  AND 

rehabilitation  of  housing  in  our  communtiy,  ironically,  we  convinced  the 
City  to  deal  with  multi-family  rehab  since  their  original  rehab  program 

TARGETED  FOR  SeGUNDO  BaRRIO  DEALT  ONLY  WITH  SINGLE  FAMILY^  OWNER-OCCUPIED 
HOMES  IN  AN  AREA  WHERE  91%  OF  THE  RESIDENTS  ARE  RENTERS.  ThE  DESIGN  OF  THE 
MULTI-F/SMILY  REHAB  PROGRAM  IS  SERIOUSLY  DEFICIENT  IN  THAT  THERE  ARE  NO 
SAFEGUARDS  WHICH  ENSURE  THAT  LOW-INCOME  PEOPLE  WILL  BE  THE  BENEFICIARIES,  NOT 
JUST  THE  DISPUCEES  OF  THIS  PROGRAM.  SPECIFICALLY,  SAFEGUARDS  ARE 
NECESSARY  TO  ENSURE  THE  AFFORDABILITY  OF  THE  UNITS  AFTER  REHAB  FOR 
LDW-INCOME  RENTERS  AND  THAT  FAMILIES  WITH  CHILDREN  NOT  BE  DISCRIMINATED 
AGAINST,  The  IRONY  OF  IT  ALL  IS  THAT  WE  ARE  FORCED  TO  LIVE  IN  SUBSTANDARD 
UNITS  FOR  DECADES,   ThEN  WHEN  OUR  HOMES  ARE  MADE  ADEQUATE,  THEY  ARE  FOR 
SOMEONE  ELSE. 
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As  YOU  CAN  SEE^  OUR  CONCERNS  ABOUT  HUD  REVIEW  OF  PROGRAM  BENEFIT^  OF 
INCOME  CEILINGS^  OF  HUD's  LACK  OF  ADEQUATE  PROTECTIONS  AGAINST  DISPLACE- 
MENT AND  ITS  UNVJILLINGNESS  TO  DEFINE  AFFORDABILITY  IN  REHAB  REQUIREMENTS 
THAT  NEED  TO  BE  MET  TO  SATISFY  LOW/MODERATE  BENEFIT  REQUIREMENTS^  ARE 
BASED  ON  OUR  COMMUNITY'S  CONTINUING  EXPERIENCE  WITH  THIS  PROGRAM, 

In  CONCLUSION^  IT  SHOULD  BE  NOTED  THAT  WE  HAVE  DESCRIBED  ONLY  ONE  OF 
THE  MANY  CDB6  PROGRAMS  IN  El  PaSO  THAT  HARM  INSTEAD  OF  BENEFIT  LOW- INCOME 
PEOPLE.  The  ESSENCE  OF  THIS  TESTIMONY  IS  THAT  CDBG  FUNDS  DO  NOT  GET  TO 
THE  PEOPLE  THEY  ARE  INTENDED  FOR^  YET  HUGE  PROFITS  ARE  MADE  BY  SLUMLORDS 
OR  CONTRACTORS.  FrOM  OUR  PERSPECTIVE  IN  THE  BaRRIO,  WE  SEE  THAT  HUD  DOES 

not  know  what  is  going  on  and  when  it  does^  it  is  impotent  to  act  because 
of  weak^  unenforceable  regulations. 

to  close  in  a  positive  vein^  we  propose  that  congress  counter  hl^d's 
expressed  intentions  to  weaken  the  targeting  of  the  cdbg  program  and  that 
it  support  the  following: 

•  Prohibit  any  type  of  displacement  of  low-income  residents 

CAUSED  BY  federally  FUNDED  PROJECTS  WHICH  LACK  PROVISION  FOR 
adequate  REPLACEMENT  HOUSING  AND  THE  OPPORTUNITY  TO  REMAIN 

in  the  neighborhood. 

•  Adopt  an  adequately  funded  entitlement  and  income-based 
housing  assistance  program  to  enable  low- income  people  to 

obtain  decent  housing  at  COSTS  THEY  CAN  AFFORD. 

•  Expand  production  and  preservation  programs  to  meet  those 

LOW- INCOME  housing  NEEDS  WHICH  CANNOT  AND  WILL  NOT  BE  MET  BY 
AN  INCOME-SUPPORT  POLICY  ALONE. 
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•   Reaffirmation  of  the  federal  government's  role  in 
guranteeing  fair  access  to  housing  by  all  citizens^ 
including  strengthening  of  the  federal  fair  housing 
law  and  its  enforcement. 
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March  9,  1983 


Addendun  to  Statanent  of  Juan  Monies 

By  Paul  Bloyd,  Project  Director 

Working  Group  for  Ccmnunity  Development  Reform 


Problems  with  the  1982  CD3G  progran  affecting  benefit  to  low-  and 
moderate- incone  residents  are  described  in  the  Vforking  Group'  s  most  recent 
report,  The  CX)BG  Program  in  1982:  A  Move  Toward  Revenue  Sharing,  v*iich  I 
request  to  be  made  part  of  the  record. 

Fifteen  local  monitoring  groups  including  El  Paso'  s  Campana  Pro 
Preservacion  del  Barrio  found  that  the  1982  progran  moved  measurably 
toward  a  revenue  sharing  orientation  in  v*iich  public  works  expenditures 
were  expanded  without  regard  to  location  or  beneficaries,  econonic 
develcpnent  project  funding  increased  without  targeting  of  jobs  or 
training  fior  area  residents,  and  the  use  of  the  newly  required  Statanents 
of  Objectives  undercut  the  principal  benefit  objective  of  the  law. 

The  report  also  finds  during  this  period  that  HUD' s  danonstration 
rental  rehab  progran  contain  features  vvhich  encourage  displacanent,  and 
that  HUD  \«as  slow  to  carry  out  its  grantee  performance  and  monitoring 
obligations. 
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In  documentation  of  these  trends,  I  cite  three  statistics  fran  the 
report: 

( 1)  Out  of  a  total  of  117  local  objectives  analyzed  by  monitor 
groups,  only  39  —  exactly  one  third  —  demonstrated  a 
clear  reference  to  low-  and  moderate-inccme  needs.  This 
finding  is  expected  in  the  light  of  HUD' s  repeated 
interpretation  that  the  benefit  requironent  takes  no 
precedence  over  other  purposes  of  the  progran. 

(2)  Prograns  meeting  priority  needs  of  ICMer   incone  residents 
v/ere   reduced  or  eliminated  in  5  out  of  15  jurisdictions,  by 
an  average  of  24%  reductions  frcm  their  previous  budgets. 
This  reduction  is  approximately  twice  the  average  overall 
cut  faced  by  jurisdictions  in  1982. 

(3)  The  fifteen  jurisdictions  spent  21%  of  their  funds  on 
econcmic  develcptient  projects,  yet  in  most  instances  the 
project  statanents  dononstrated  no  sign  of  a  canprehensive 
develqpnent  strategy  or  of  catmitments  for  jobs  or  training 
to  area  residents.   In  the  light  of  the  intense  interest  by 
Congress  at  this  time  in  job  creation  prograns,  with  CDBG 
slated  as  a  major  vehicle  for  these  programs,  it  is 
especially  important  that  serious  legislative  and 
administrative  oversight  be  focused  on  the  progran  if  it  is 
to  reach  the  structurally  unanployed. 

We  believe  that  the  move  of  CDBG  toward  revenue  sharing  this  year  has 
been  danonstrated  sufficiently  and  that  it  must  be  identified  as  a 
deuigerous  and  wasteful  trend,  as  much  so  as  the  formal  proposal  of  the 
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Administration  to  merge  CDBG  and  GRS.     With  so  many  federally  funded 
prograns  being  cut  or  eliminated,   CCBG  is  one  of  the  few  ranaining 
resources  for  meeting  housing  and  conmunity  needs  of  lover  incane 
neighborhood  residents.      Its  dilution  into  a  de  facto  revenue  sharing 
progran  represents  a  further  loss  to  these  residents. 

ProblaBS  of  HUD' s  proposed  entitlgnent  regulations. 

Ihe  first  and  rrost  urgent  action  needed  for  Congress  to  turn  the 
revenue- sharing  trend  of  CDBG  around  is  for  this  Canmittee  to  disapprove 
of  HUD'  s  plans  for  entitlanent  regvilations  in  the  forms  presented  thus 
far.     We  further  urge  that  serious  attention  be  given  to  legislative 
corrections  that  will  prevent  the  re-anergence  of  such  regulations  in  the 
future.     The  proposed  r^ulations  vvould: 

(1)  effectively  kill  the  benefit  requiranent ; 

(2)  open  up  housing  rehabilitation  for  u^per-incone  residents; 

(3)  reduce  the  effectiveness  of  the  anti-displacaxient 
protections  in  the  current  regulations; 

(4)  make  it  less  likely  that  econcmic  developiient  projects 
wDuld  provide  jobs  for  tliose  needing  than  most;  and 

(5)  permit  special  assessnent  to  be  levied  against  lower  income 
persons  v^hen  street  and  sidewalk  work  is  financed  with  CDBG 
funds. 
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Restoring  the  local /national  balance  to  CDBG. 

In  approximately  twelve  conmunities ,  local  ordinances  or  resolutions 
have  been  passed  vihich  provide  continuing  protections  for  citizen 
participation  and  targeting  of  the  progran.  While  these  actions  have 
proven  valuable  in  those  conmunities,  the  ranaining  2,000-plus 
jurisdictions  and  State-operated  prograns  have  no  such  local  protections. 
CDBG  is  of  great  potential  value  to  lew-  and  moderate- incone  conmunities 
because  of  its  flexible,  decentralized  nature,  vhich  permits  local 
negotiations  about  the  design  and  progran  choices  leading  to  CD-funded 
projects.   But,  as  Juan  Nbntes  has  darvonstrated  in  his  statanent  about  the 
experience  in  El  Paso,  a  federal  role  in  setting  out  the  ground  rules  for 
such  local  negotiating  is  a  critical  factor  that  is  required  if  such 
residents  are  to  maintain  seme  hope  of  seeing  the  actual  benefits  of  the 
program.  When  thDse  ground  rules  are  clear  and  are  seriously  and 
consistently  enforced,  the  decentralizing  of  progran  planning, 
implanentation,  and  evaluation  does  vork.  The  Wbrking  Group'  s  newsletter, 
the  ^  Citizen,  regularly  cites  dozens  of  such  positive  experiences  with 
the  progran,  but  most  of  than  are  pranised  on  a  local  belief  that  the  Act 
is  intended  primarily  to  benefit  lower  incone  residents. 

Proposed  amendnents  to  the  Act. 

The  amendments  ^^e  prcpose  cane  out  of  the  conmunity  monitoring 
experience  in  more  than  a  hurdred  jurisdictions  throughout  the  country. 
Tliey  are  intended  to  reaffirm  the  local /national  balance  to  this 
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decentralized  progran  and  the  role  of  the  federal  goverrment  in  setting 
ground  rules  out  of  which  an  effective  local  progran  may  develop.   Such  a 
progran  must  be  true  to  the  primary  objective  of  the  Act  and  must  foster 
local  accountability. 

These  amendments  address  the  specific  problans  and  confusion 
generated  by  HUD' s  proposed  entitlanent  regiiLations.   In  several  cases, 
they  reflect  language  already  incorporated  in  the  current  regulations, 
viiich  have  been  in  force  since  1978. 
They  cover  the  following  topics: 

(1)  Clarification  of  the  principal  benefit  objective. 
—  addition  to  "primary  objective"  language; 
— definition  of  low/moderate  inccme; 
— requiranent  of  attention  to  low-  incone  needs; 
— local  recordkeeping  fiDr  calculation  of  benefit; 
— affiordability  to,  and  occupancy  by,  lower  incone  residents  in 

rehafcbed  housing  units; 
— jobs  requiranents  for  economic  develqpnent  projects; 
— neigliborhood  conmercial  facilities  requirements; 
— job  conmitments  and  job  creation  uses; 
— Grantee  Performance  Report  information; 
— loan  guarantee  prograns  as  part  of  HUD  review; 
— ^HUD  review  obligations  and  procedures,  and  clarification  of 
primary  objective. 


269 


(2)  ProtectlcMTS  against  displacanent  (certifications.) 

(3)  Hcfusing  Assistance  Plan  (HAP)  clarifications. 

— inclusion  of  racial  categories  in  required  information? 
— occupancy  by  lower  incone  residents  of  rehabbed  units, 

attention  to  substandard  units,  and  priority  for  vacant  units; 
— neighborhood  relocation  provision; 
— statanent  of  local  actions  to  implonent  goals. 

(4)  Prohibition  against  special  assesanents. 

(5)  Required  information. 

— identification  of  projects  listed  in  statanents  of  activities; 

— ^publication  requiranents; 

— amendment  process  v»here  program  change  exceeds  10%  of  budget. 

(6)  Public  access  to  records. 

(7)  Canplaint- processes  —  local,  federal. 

(8)  Enforcanent  of  related  statutes. 

(9)  Urban  Development  Action  Grants  (UDAG) 
—opportunities  for  neighborhood  projects  and  for  housing 

projects  and  for  housing  projects, 
—reduced  leveraging  requiranents . 

The  experience  of  the  past  year,  especially  since  the  introduction  of 
HUD's  proposed  regulations  in  Octctoer,  ma3ces  these  amendments  necessary  as 
a  means  of  making  very  clear  v^at  is  the  intent  and  purpose  of  Congress  in 
seeing  to  it  that  CDBG  shall  primarily  benefit  low-  and  moderate-inccme 
persons.  We  believe  that  each  of  these  amencinents  is  a  necessary  elanent 
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of  such  clarity.  Further,  they  provide  the  basis  on  which  local  citizens 
can  nranitor  their  local  program  and  thus  provide  accountability  close  at 
hand.   Such  accountability  will  make  the  monitoring  responsibility  of  HUD 
easier  and  raore  effective  as  well. 

We  urge  this  CoTrmittee  to  giver  serious  consideration  to  these 
amendments  and  to  the  supporting  docunents  and  experience  fran  vshich  they 
cone.  Thank  you  for  this  opportunity  to  appear  before  the  Conmittee. 
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tor  Gonimiuiit\'  Dtf\'d()ni"nent  Rcr(>iTii 


Proposed  Amencjments  t-O  Housing  and 
Caimunity  Developnent  Act  of  1974,  Title  I. 

(1)   CIARIFICATION  OF  THE  PRINCIPAL  BEtjEFIT  OBJECTIVE 

AEPITION  TO  "PRIMARY  OBJECTrVE"  LfttfaJAGE 

Section  101(c)  After  the  first  sentence,  insert  the  following: 

"The  achievanent  of  the  objective  shall  require  that  no  less  than  the 
majority  of  each  grantee'  s  (or  sub-grantee  in  the  case  of  State-operated 
snail  cities  grants)  total  project  expenditures  shall  directly  benefit 
persons  of  low  and  moderate  incone."  z-r^ 

DEFINITION  OF  LOW-  INCOME. 

Section  102(ak)  .   (Definitions)  Betvveen  102(a)(8)  and  (9),  insert  the 
following: 

"The  term  "lew  and  moderate  incone'T  shall  mean  incone  that  is  at  or 
below  50%  and  80%,  respectively,  of  th^  median  incone  of  the  grantee 
jurisdiction  or  the  SMSA,  whatever  is  lower,  or  in  the  case  of 
state-operated  anall  cities  prograns,  the  state  nomvetropolitan  median 
inocme . " 

REQUIREMENT  OF  AT^E^mON  TO  LOW-INCCME  NEEDS . 

Section  104  (Statanent  of  Activitias  and  Review).   Md  to  Sec. 
104(a)(1),  as  follows: 
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"The  housing  and  canmunity  development  needs  of  low-incane  people  (at 
or  belo*?  50%  of  median  incone)  shall  be  substantially  and  directly 
addressed  in  relation  to  the  severity  of  their  need  through  the  design, 
location  and  funding  of  activities  funded  under  this  title. " 

LOCAL  RECORD-KEEPING  FOR  CALCULATION  OF  BENEFIT 

Section  104(b)  (Statonent  of  Activities  and  Review;  Grantee 
Certifications).  Additional  sub-nunbers  after  104(b)(3)  as  follcws: 

"(4)  Jurisdiction  files  (sub jurisdiction  in  the  case  of 
State-cperated  anall  cities  prograii)  provide  calculations  vhich  indicate, 
for  each  project,  the  proportion  of  direct  benefit  to  lew-  and 
moderate-inccme  residents,  the  prcportion  attributed  to  prevention  or 
elimination  of  sluns  and  blight,  and  the  proportion  given  to  meeting  of 
urgent  needs."  For  projects  v*iich  cledra  direct  benefit  to  lew-  and 
moderate-inccme  persons,  there  is  available  in  local  files  such  records  as 
may  be  necessary  to  danonstrate  such  benefit,  i.e.,  incxane  requirenents 
for  participation  or  de  facto  benefit  by  lew-  and  moderate-inccme 
residents  in  areas  vhere  such  projects  operate." 

AFFORDABILITY  AND  OCCUPANCY  OF  HOUSING  UNITS 

"104(b) (5) .  The  majority  of  housing  units  rehabilitated  or 
constructed  in  -whole  or  in  part  with  CD  funds  will  be  affordable  to,  and 
occupied  by,  low-  and  moderate-inccme  residents.  Af fbrdability  shall  mean 
rents  vhich  constitute  no  more  than  25%  of  inccme. 

JOB  REQUIREMENT  FOR  ECONOMIC  DEVELOPMENT 

"104(b)(6).  Economic  developnent  activities  claimed  as  benefiting 
low-  and  moderate-inccme  residents  will  generate  a  majority  of  jobs  and 
trciining  targeted  for  these  residents,  and  will  provide  contracts  for 
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minority  contractors  in  proportion  to  the  percentage  of  minorities  in  the 
areas  served." 

NEIGHBORHOOD  COMMERCIAL  FACILITIES  REQUIREMENTS 

"104(b)(7).  Activities  vsJiich  are  designed  to  attract  or  retain 
neighborhood  canmercial  facilities  vhich  provide  essential  services,  and 
vhich  are  identified  as  benefiting  low-  and  moderate-incane  persons,  will 
be  located  in  lew/moderate  incane  neighborhoods  and  will  be  designed  for 
use  by  low-  and  moderate-income  residents. 

CRITERIA  FOR  SLUMS  AND  BLIGHT  AND  URGEOT  NEED 

"104(b)(8).  Activities  v^hich  aid  in  the  prevention  or  elimination  of 
sluB  and  blight  will  be  restricted  to  areas  which  qualify  as  sluns  and 
blight  under  state  or  local  law. 

"104(b)(9).  Activities  designed  bo  meet  other  ccjmiunity  needs  having 
a  particular  urgency  are  limited  to  those  needs  arising  out  of  an 
iimiediate  threat  v^ich  originated  no  longer  than  90  days  preceding  the 
implementation  of  the  proposed  activities." 

JOBS  C01MITMENTS  AND  JOB  CRE^TIOJ  USES 

"104(b) (10).  Fbr  all  positions  funded  in  v*iole  or  in  part  by  grants 
under  this  title,  the  grantee  (or  subgrantee  in  the  case  of  State-operated 
anall  cities  program)  has  established  written  policies  ar»d  operating 
practices  to  assure  that  these  jobs  are  held  by  low-  and  moderate-incone 
residents  to  the  maximun  extent  feasible.   In  each  case  v^ere  low-  and 
moderate-incane  residents  do  not  hold  su:rh  positions,  a  written 
justification  shall  be  on  file  and  a  plan  in  place  fbr  increasing  the 
nunber  of  such  residents  in  such  positions. 
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Where  funds  urder  this  title  are  provided  for  the  express  purpose  of 
creatirvg  jobs,  projects  suj^»rted  by  such  funds  shall  be  implanented 
within  90  days  of  receipt  of  funds.  No  more  than  20%  of  the  funds  so 
earmarked  may  be  expended  for  purposes  other  than  direct  job  payrolls  and 
direct  training  expenses.  Jobs  arxi  training  provided  for  this  purpose 
shall  be  targeted  exclusively  for  low-  and  moderate- incone  residents  v*io 
have  been  unanployed  for  at  least  half  of  the  year  prior  to  their 
application  for  such  jobs  or  training,  with  priority  to  be  given  to 
longer-term  unanployed  residents. 

GRAtJTEES  PERFORMANCE  REPORT  INFORNPlTION  . 

Section  104(d)  (Statenent  of  Activities  and  Review) .   Insert  the 
follo^ng  new  santence  after  the  first  sentence: 

"In  order  to  assure  a  uniform  review  of  the  various  programs 
conducted  by  different  States  and  local  jurisdictions  in  accordance  with 
this  title,  and  to  assure  conpliance  with  the  primary  objective  of  the 
Act,  the  Secretary  shall  provide  that  performance  reports  and  assessnents 
subnitted  by  each  State  or  local  jurisdiction  shall  be  made  on  a  standard 
form  that  is  prescribed  by  the  Secretary  and  that  such  reports  shall 
include,  but  not  be  limited  to,  information  on  projected  and  actual 
benefit  to  lew-  and  raoderate-incone  and  minority  persons  fron  program 
activities  on  a  project-by-project  basis.   Funds  eil located  to  an  activity 
shall  be  considered  to  benefit  low-  and  moderate-inccme  persons  in  the 
sane  proportion  as  the  percentage  of  low-  and  moderate-inccme  persons 
directly  benefiting  fran  the  activity. 

LOAN  GUARANTEE  PROGRAMS  AS  PART  OF  HUD  REVIEV; 

Add  an  additional  new  sentence  to  the  section  added  above  in 
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104(d)(1) ,  as  follows: 

"Ihe  HUD  review  activity  shall  determine  \^hether  the  progam  as  a 
vAxDle,  including  activities  funded  through  the  use  of  loan  guarantees, 
principally  benefits  lav-  and  moderate-income  residents." 
HUD  REVIEW  OBLIGATIONS  AND  CLARIFICATION  OF  "PRIMARY  OBJECTIVE" 

Section  104(d)(1).  Change  "primary  objectives"  to  "primciry 
objective." 

At  the  end  of  the  104(d)(1),  after  "manner"  and  before  "and",  add  the 
following: 

"In  these  reviews,  HUD  shall  primarily  establish  v^hether  or  not,  and 
to  vhat  extent,  the  program  under  review  has  principally  benefited  low- 
and  moderate-inccme  persons.  Reviews  shall  include,  but  not  be  limited 
to,  the  following:  examination  and  cQTiparison  of  Statonents  of  Objectives 
and  Proposed  Activities,  Gr-antee  Performance  Reports,  Amendments,  local 
file  documentation,  (including  doconentation  files,  on-site  project 
visits,  and  meetings  and  correspondence  with  progran  operators  and  with 
affected  residents  and  representative  community  groups.) 

PROTECTIONS  AGAINST  DISPLACEMENT 
(2)  PROHIBITION  AGAINST  INVOLUNTARY  DISPLACEMENT.   (Certification) 

Section  104(b),  insert  the  following  in  place  of  (4)as  (b)(ii)  "No 
person  shall  be  displaced  involuntarily,  directly  or  indirectly,  fron 
hisA>er  neighborhood  nor  shall  he/she  be  relocated  to  less-than-standard 
housing  as  a  result  of  activities  funded  in  whole  or  in  part  by  this 
title." 

REQUIREMENT  FOR  ANTI-DISPLACEMENT  STRATEGY.   (Certification) 

Following  the  ne\/  104(b)(4),  above,  add  (5)  as  follows:   "An 
anti-displacenent  strategy  statenent  has  been  prepared  or  updated  and 
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such  strategy  identifies  (1)  prevention  and  anticipatory  actions  to  be 

taten  in  connection  with  any  projected  activity  identified  as  having  a 

potential  for  displacanent  of  lew-  or  moderate-inccme  residents  and  (2) 

provisions  for  voluntary  relocation  under  104(b)(4)  above." 

(Continue  with  "the  grantee  will  canply  with  the  other  provisions  of  this 

title  and  with  other  applicable  laws",  which  new  beccmes  (6). 

(3)  HOUSING  ASSISTANCE  PLftN 

INFORNWriON  BY  RACE. 

Section  104(c)(1)(A),  after  "accurately  sui-veys  the  condition  of  the 
housing  stock  in  the  conmunity  and  assesses  the  housing  assistance  needs 
of  IcMer   inccme  persons",  add  "by  race",  and  continue. 

SUBSTANDARD  UNITS,  VACANT  UNITS 

Section  104(c)  (l)(B)(iii),  change  "in  the  case  of  subsidized 
rehabilitation,  adequate  provisions  to  assure  that  a  preponderance  of 
persons  assisted  should  (anphasis  added)  be  of  lew  and  moderate  inccme"  to 
"will  be.  .  .",  and  add  new  sentencesas  follows  before  (C): 

"Units  identified  for  rehabilitation  shall  be  restricted  to  those  that 
are  substandard.  Vacant  units  shall  be  assigned  highest  priority. 

NEIGHBORHOOD  RELOCATIOJ  PROVISION 

Section  104(c) (1) (C) (i) ,  delete  "of  a  reasonable  opportunity",  to 
read:   "...including  provision  —  (deleted)  -  for  tenants  displaced  as  a 
result  of  such  activities  to  relocate  in  their  immediate  neighborhood..." 

STATEMENT  OF  LOCAL  ACTIONS  TO  IMPLEMENT  GOALS. 

Section  104(c)(1),  Add  new  segtion  Section  104(c)(1),  as  follows: 

"The  housing  assistance  plan  shall  include  a  narrative  statement  of 
local  actions  proposed  to  be  taken  in  order  to  implanent  the  stated  goals. 
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Tliese  actions  may  include,  but  not  be  limited  to:  acquisition  of  land, 
formation  of  a  public  housing  agency,  rezonirg,  efforts  to  seek  state, 
local  or  private  subsidies." 

(4)  PROHIBITION  AGAINST  SPECIAL  ASSESSMENTS 

Section  105(a)(2)  (Eligible  Activities).  Md  the  following  sentence: 
"Special  assesanents  to  recapture  some  or  all  of  the  costs  of  projects 
funded  in  whole  or  in  part  under  this  title  shall  not  be  imposed  on  Icw- 
and  moderate-incone  persons . " 

(5)  REQUIRED  INFORMATICS 

STATEMENT  OF  OBJECTIVES  AND  PROPOSED  USES  OF  FUNDS. 

Section  104(a)(1)  (Statanents  of  Activities  and  Review).  After  (1), 
insert  the  followang,  vAiich  beccmes  (2): 

"Statanents  of  Objectives  and  projected  uses  of  funds  shall  identify, 
for  each  grantee  project,  the  ncme  of  said  project,  its  geografJiic  area, 
the  amount  of  projected  funds  assigned  to  it,  and  vhether  it  is  intended 
to  principally  benefit  low-  and  moderate-  incane®persons,  prevent  or 
eliminate  sluns  and  blight,  orsnveet  urgent  needs. 

Continue  with  "In  order  to  permit  public  examination...."  v^hich 
becones  (3) .  ' 
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PUBLICATiaSI  REQUIREMENTS. 


After  (3)(C)  above  (formerly  (2)),  add  (3)(D),  as  follows:   "Publish 
the  information,  statanents,  and  notice  of  hearings  at  least  30  days  prior 
to  prcpDsed  meetings  or  decisions  on  the  proposals.  Such  publication 
shcdl  appear  in  the  non-legal  section  of  at  least  one  major  daily 
newspaper  and  in  at  least  one  journal  in  each  affected  neighborhood.   Such 
published  infomation  shall  be  prominently  displayed  and  shall  appear  in 
English  and  in  language(s)  known  to  be  in  use  by  affected  residents.  The 
information  shall  specify  times,  places,  dates,  and  activities  to  take 
place  at  such  meetings  or  hearings." 
AMENDMEOT  PROCESS 

Add  new  section  104(a)(3)(E)  fomerly  104(a)(2)),  as  follows: 
"Publish  an  amended  Statanent  and  Pr-ojected  Uses  of  funds,  hold  one  or 
more  hearings  and  sufcrait  the  revised  statanent  to  HUD,  viien  activities 
planned  after  the  final  Statarent  has  been  subnitted  to  HUD  differ 
substanticLLly  frcm  those  reflected  in  the  final  Statanent,  either  tlirough 
elimination  of  one  of  the  activities  or  through  budget  adjustments 
exceeding  10%  of  the  total  for  any  project.  Such  activities  may  be 
carried  out  only  after  such  publication,  hearing  and  sutndttal.  Ibis 
publication,  hearing,  and  submittal,  will  take  place  no  later  than  30  days 
prior  to  the  planned  implanentation  of  such  activities." 
(6)  PUBLIC  ACCESS  TO  RECORDS. 

Add  new  section  104(a)(3)(F)  (formerly  104(a)(2)),  as  follows: 
"provide  access  and  information  on  the  program  to  the  public  as  follows: 
(i)   copies  of  statanents  of  objectives  and  projected  uses  of  funds, 
both  proposed  and  final;  amendments;  grantee  performance  reports;  and 
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housing  assistance  plans;  shall  be  available  to  the  public  at  no  cost, 
upon  request,  and  be  available  for  review; 

(ii)  the  grantee  performance  report  shall  be  presented  at  a  public 
hearing  prior  to  its  suttnission  to  HUD  and  shall  be  available  to  the 
public  hearing  at  least  15  days  prior  to  such  hearing. 

(iii)   support  docunents  pertaining  to  the  planning,  implanentation 
and  evaluation  of  project  activities,  including  benefit  calculations  and 
documentation,  shall  be  available  for  review  and  for  duplication  at  no 
more  than  the  cost  of  xerox  copies. 

(7)  COMPLAINT  PROCESS 

104  (a) (3).  Written  request  for  information,  and  written  canplaints, 
shall  be  responded  to  in  writing  by  the  grantee  (or  subgrantee  in  the  case 
of  State-operated  anall  cities  prograns)  within  14  days  of  receipt  of  the 
request  or  complaint." 

After  Section  104(g)  (Statanent  of  Activities  and  Review),  add  new  section 
104  as  follows: 

"The  Secretary  shall  provide  for  Area  Office  review  and  response  to 
citizen  inquiries  and  ccmplaints  within  30  days  of  receipt  of  such 
canplaints.  When  citizens  appeal  to  the  Secretary  or  Assistant  Secretary 
after  receipt  of  Area  Office  responses,  the  Central  Office  shall  respond 
to  such  appecils  within  30  days." 

(8)  ENFORCEMENT  OF  RELATED  STATUTES  AND  EXECUTIVE  ORDERS. 

104(d).     Md  new  section  104(d)(3)   after  end  of  current  104(d)(2),  as 
follows : 

"HUD  review  and  enforcanent  shall  aiicanpass  the  Hatch  Act,   civil 
rights  provisions  governing  fair  housing,   equal  onployraent  opportunity. 
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the  Architectural  Barriers  Act,  and  the  Uiiforni  Relocation  Act." 
(9)  UDAG 

BALANCE  BETWEEN  ECONOMIC  DEVELOH^ENT  AND  NEIGHBORHOOD/tiOUSING 

PROPOSALS. 

Section  119(a) .  Add  to  end  of  first  sentence  the  following: 
"...  and  to  assist  in  neighborhood  developnent  activities,  including 
Ixjusirg  construction  and  rehabilitation. " 

LEVERAGING  REQUIREMENT  FOR  HOUSING /JSlEIGHBORHOOD-BASED  PROPOSALS. 

Section  119(d)(1).  Add  the  following: 
"...In  establishing  criteria  for  leveraging  ratios,  proposals  for 
neighborhood/Viousing  grants  shall  not  be  required  to  achieve  a  ratio 
beyond  one  half  of  the  ratio  established  for  the  balance  of  the  progran." 

EXPENDITURES  EXPANDED  WITHOUT  REGARD  TO  LOCATION  OR 
BENEFICIARIES 

Mr.  Bloyd.  Fifteen  local  monitoring  groups,  including  El  Paso's 
Campana  Pro  Preservacion  del  Barrio,  found  that  the  1982  CD  pro- 
gram, moved  measurably  toward  a  revenue-sharing  orientation,  in 
which  public  works  expenditures  were  expanded  without  regard  to 
location  or  beneficiaries.  Economic  development  project  funding  in- 
creased without  targeting  of  jobs  or  training  for  area  residents,  and 
the  use  of  the  newly  required  statements  of  objectives  undercut  the 
principal  benefit  objective  of  the  law. 

The  working  group  report  also  found  that  HUD's  demonstration 
rental  rehab  program  contained  features  which  encouraged  dis- 
placement and  HUD  was  slow  to  carry  out  its  grantee  performance 
and  the  monitoring  obligations.  In  documentation  of  these  trends,  I 
cite  three  statistics  from  the  report. 

Out  of  a  total  of  117  local  objectives  analyzed  by  monitor  groups 
such  as  Juan  Montes'  group,  only  39 — exactly  one-third — demon- 
strated a  clear  reference  to  low-  and  moderate-income  needs.  This 
finding  could  be  expected  in  light  of  HUD's  repeated  interpretation 
that  the  benefit  requirement  takes  no  precedence  over  other  pur- 
poses of  the  program. 

Second,  programs  meeting  priority  needs  of  low-income  residents 
were  reduced  or  eliminated  in  one-third  of  those  communities  by 
an  average  of  24-percent  reductions  from  the  previous  budgets. 
This  reduction  is  approximately  twice  the  average  overall  cuts 
faced  by  these  jurisdictions  in  1982. 

Third,  the  15  jurisdictions  spent  21  percent  of  their  funds  on  eco- 
nomic development  projects,  yet  in  most  instances  the  projects' 
statements  demonstrated  no  sign  of  comprehensive  development 
strategy  or  commitments  for  jobs  or  training  for  area  residents. 
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In  light  of  the  intense  interest  by  Congress  on  this  very  day,  I 
might  add,  in  job-creation  programs,  and  with  CDBG  slated  as  a 
major  vehicle  for  these  programs,  it  seems  especially  important 
that  serious  legislative  and  administrative  oversight  be  focused  on 
CDBG  if  it  is  to  reach  the  structurally  unemployed.  We  believe 
that  the  most  of  CDBG  toward  revenue  sharing,  this  year,  has  been 
demonstrated  sufficiently,  and  that  it  must  be  identified  as  a  dan- 
gerous and  wasteful  trend — as  much  so  as  the  formal  proposal  of 
the  administration  to  merge  CDBG  and  general  revenue  sharing. 

With  so  many  federally  funded  programs  having  been  cut  or 
eliminated,  CDBG  is  one  of  the  remaining  resources  for  meeting 
housing  and  community  needs  of  lower  income  neighborhood  resi- 
dents. Its  dilution  into  a  de  facto  revenue-sharing  program  repre- 
sents an  unacceptable  further  loss  to  these  residents. 

Let  me  speak  briefly  about  problems  of  HUD's  proposed  entitle- 
ment regulations  in  respect  to  reauthorization.  The  first  and  fore- 
most action  we  believe  Congress  needs  to  take  to  turn  the  revenue- 
sharing  trend  of  CDBG  around  is  for  this  committee  to  disapprove 
of  HUD's  plan  for  entitlement  regulations  in  the  forms  presented 
thus  far. 

We  further  urge  that  serious  attention  be  given  to  legislative  cor- 
rections that  will  prevent  the  reemergence  of  such  regulations  in 
the  future.  HUD's  proposed  regulations  would  do  the  following: 
One,  effectively  kill  the  benefit  requirement;  two,  open  up  housing 
rehabilitation  for  upper  income  residents;  three,  reduce  the  effec- 
tiveness of  the  antidisplacement  protections  in  the  current  regula- 
tions; four,  make  it  less  likely  that  economic  development  projects 
will  provide  jobs  for  those  needing  them  most;  and  five,  permit  spe- 
cial assessments  to  be  levied  against  lower  income  persons  when 
street  and  sidewalk  work  is  financed  with  CDBG  funds. 

In  approximately  12  communities,  local  ordinances  or  resolutions 
have  been  passed  which  provide  continuing  protections  for  citizen 
participation  in  targeting  of  the  CDBG  program.  All  these  actions 
have  proven  valuable  in  those  communities.  The  remaining  2,000- 
plus  jurisdictions  and  State-operated  programs  have  no  such  local 
protections.  CDBG  is  of  great  potential  value  to  low-  and  moderate- 
income  communities,  because  of  its  flexible,  decentralized  nature, 
permitting  local  negotiations  about  the  design  and  program  choices 
for  CD-funded  projects. 

But  as  my  colleague,  Mr.  Montes,  has  demonstrated  in  his  state- 
ment about  the  Segundo  Barrio  experience  in  El  Paso,  a  Federal 
role  in  setting  out  the  ground  rules  for  such  local  negotiation  is  a 
critical  factor  if  residents  are  to  retain  any  hope  of  seeing  the 
actual  benefits  of  the  program.  When  those  ground  rules  are  clear 
and  are  seriously  and  consistently  enforced,  the  decentralizing  of 
program  planning,  implementation,  and  evaluation  does  work.  The 
working  group's  newsletter,  the  "CD  Citizen,"  regularly  cites  posi- 
tive experiences  with  the  program,  but  most  of  those  are  premised 
on  the  local  belief  that  the  act  is  intended  primarily  to  benefit  low- 
and  moderate-income  residents. 

We  have  submitted  with  our  written  testimony  specific  proposed 
amendments  that  would  deal  with  the  regulation  concerns  that  we 
raised.  These  amendments  come  out  of  the  community  monitoring 
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experiences  in  more  than  100  jurisdictions  throughout  the  country 
over  the  past  4  years. 

They  are  intended  to  reaffirm  the  local-national  balance  to  this 
decentralized  program  and  the  role  of  the  Federal  Government  in 
establishing  ground  rules  out  of  which  an  effective  local  program 
may  develop.  Such  a  program  must  be  true  to  the  primary  objec- 
tive of  the  act,  and  must  foster  local  accountability.  These  amend- 
ments address  the  specific  problems  and  confusion  generated  by 
HUD's  proposed  entitlement  regulations.  In  several  cases,  they  re- 
flect language  already  incorporated  in  the  current  regulations 
which  have  been  in  force  since  1978.  They  cover  the  following 
topics: 

PROPOSED  AMENDMENTS 

First,  clarification  of  the  principal  benefit  objective.  This  includes 
the  following:  Addition  to  primary  objective  language;  definition  of 
"low"  and  "moderate"  income;  requirement  of  attention  to  low- 
income  needs;  local  recordkeeping  for  calculation  of  benefit;  afford- 
ability  to  and  occupancy  by  lower  income  residents  in  rehab  hous- 
ing units;  jobs  requirements  for  economic  development  projects; 
neighborhood  commercial  facilities  requirements;  job  commitments 
and  job  creation  uses;  grantee  performance  report  information; 
loan  guarantee  programs,  as  part  of  HUD's  review;  HUD  review 
obligations  and  procedures. 

Second,  these  proposed  amendments  provide  protections  against 
displacement,  as  was  so  graphically  described  by  Mr.  Montes. 

Third,  housing  assistance  plan  clarifications.  These  clarifications 
would  uncover  the  inclusion  of  racial  categories  in  required  infor- 
mation— a  category,  by  the  way,  that  HUD  proposes  to  remove  in 
their  draft  of  grantee  performance  reports.  It  also  includes  occu- 
pancy by  lower  income  residents  of  rehabbed  units,  attention  to 
substandard  units  and  priority  for  vacant  units.  It  includes  neigh- 
borhood relocation  provisions  and  statement  of  local  actions  to  im- 
plement goals. 

Fourth,  these  amendments  would  include  prohibitions  against 
special  assessments. 

Fifth,  they  will  provide  for  required  information  which  would  in- 
clude identification  of  projects  listed  in  statement  of  activities,  pub- 
lication requirements,  and  an  amendment  process  where  program 
changes  exceed  10  percent  of  the  budget. 

Sixth,  the  public  access  to  record. 

Seventh,  complaint  processes,  local  and  Federal. 

Eighth,  enforcement  of  the  related  statutes. 

Ninth,  proposals  on  the  UDAG  program,  which  would  include  op- 
portunities for  neighborhood  projects  and  for  housing  projects  with 
reduced  leveraging  requirements  to  make  these  more  possible. 

The  experience  of  the  past  year,  especially  since  the  introduction 
of  HUD's  proposed  regulations  in  October,  makes  these  amend- 
ments necessary  in  order  to  make  clear  what  is  the  intent  and  pur- 
pose of  Congress  in  seeing  to  it  that  CDBG  shall  primarily  benefit 
low-  and  moderate-income  persons.  We  believe  that  each  of  these 
amendments  is  a  necessary  element  of  such  clarity.  Further,  they 
provide  the  basis  on  which  local  citizens  can  monitor  their  local 
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program,  and  thus  provide  accountability  close  at  hand.  Such  ac- 
countability will  make  the  monitoring  responsibility  of  HUD 
easier,  and  more  effective  as  well. 

We  urge  this  committee  to  give  serious  consideration  to  these 
amendments  and  to  the  supporting  documents  and  experience  from 
which  they  come.  Thank  you  for  this  opportunity. 

Senator  Tower.  Thank  you,  Mr.  Bloyd.  You  have  eliminated  a 
problem  we  have  actually  been  wrestling  with  for  at  least  the  22 
years  that  I  have  been  in  the  Senate.  In  our  zeal  to  help  low- 
income  and  disadvantaged  people,  and  our  efforts  to  rehabilitate 
communities,  we  have  failed  to  consider,  I  think,  adequately  this 
problem  of  relocation.  This  goes  back  to  the  old  urban  renewal  pro- 
gram of  years  ago. 

The  ironic  thing,  as  I  think  you  underscore,  is  that  sometimes  we 
have  imposed  hardships  on  the  very  people  that  we  thought  we 
were  trying  to  help  in  this  process.  Have  you  been  in  touch  with 
people  similarly  situated  in  other  cities  than  El  Paso?  It  occurs  to 
me  that  the  problem  you  describe  in  El  Paso  is  not  just  peculiar  to 
El  Paso;  it  occurs  in  other  cities. 

Mr.  MoNTES.  Many  other  cities. 

Senator  Tower.  Let  me  recite  a  little  history.  We  came  around 
the  idea  of  renveue  sharing  and /or  block  grants  partially  as  a  re- 
sponse to  a  number  of  public  officials  in  municipalities  all  over  the 
country  who  complained  that  the  categorical  grant-in-aid  approach 
denied  them  the  flexibility,  the  discretion,  to  order  their  own  prior- 
ities, and  to  use  funds  where  they  were  needed  most.  Sometimes, 
cities  participated  in  categorical  grants  on  matters  of  secondary 
priorities  when  they  would  rather  have  had  the  money  for  some- 
thing that  was  a  higher  priority  for  that  community. 

I  think  what  we  want  to  do  is  to  make  sure  that  we  preserve 
some  element  of  local  discretion  and  flexibility.  I  assume,  by  what 
you  have  said,  we  appear  to  be  going  too  far  in  that  direction  now; 
that  actually,  in  fact,  there  is  now  adequate  local  discretion  and 
flexibility.  I  have  even  had  some  local  officials  say:  "Look,  I  would 
rather  have  a  little  less  money  but  have  more  discretion  on  how  to 
spend  it."  This  was  in  the  past  when  we  came  to  this  idea  of  block 
grants  as  opposed  to  categorical  grants  in  aid. 

I  would  appreciate  a  comment,  if  you  have  one.  Ms.  Reynolds. 

Ms.  Reynolds.  Thank  you,  Mr.  Chairman.  It  is  an  interesting 
question,  and  it  is  a  dilemma  for  us,  too,  at  the  local  level.  We  fight 
the  same  battles  on  a  slightly  different  scale.  When  the  block  grant 
concept  was  developed,  CDBG  in  particular,  the  old  Model  Cities 
Program  and  a  number  of  programs  were  rolled  into  one  program. 
It  was  a  great  step  forward,  because  there  was  less  ability  and  pri- 
ority making  at  the  local  level,  but  it  was  within  a  program  area,  a 
need  area.  You  could  look  at  housing,  economic  and  community  de- 
velopment, as  a  basically  bricks-and-mortar  community  rehabilita- 
tion effort.  That  has  worked  very  well. 

Our  concern  in  broadening  that  too  much,  to  make  it  just  gener- 
al revenue  sharing,  one  doesn't  say  "just  general  revenue  sharing" 
when  you  are  receiving  it,  because  that  also  was  very  important, 
but  the  focus  is  necessarily  lost.  The  national  need  that  was  recog- 
nized through  a  block  grant  to  begin  with,  is  somehow  diluted  into 
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less  of  a  national  need.  Operating  budgets  will  take  over  the  dol- 
lars from  other  community  development  needs. 

I  think  my  colleague  here  spoke  eloquently  about  the  barrio. 
Unless  that  money  comes  focused  in  on  those  particular  problems, 
those  problems  are  not  likely  to  be  addressed.  If  local  governments 
were  able  to  do  that  priority  setting  totally  by  themselves,  then 
Congress  would  never  have  needed  to  address  the  problem  at  all. 
That  was  not  the  case  before  1974.  I  doubt  it  will  be  the  case  after 
1984,  if  we  either  discontinue  the  community  development  block 
grant  program  as  a  specific  use  area,  or  if  we  enlarge  it  to  the 
point  where  we  truly  do  set  all  of  our  own  priorities. 

There  are  national  priorities.  They  are  real  and  national  in 
scope.  It  is  a  fme  line  to  appreciate  the  problem,  but  I  think  your 
statement  was  most  correct.  Perhaps  we  are  going  too  far  now. 

Senator  Tower.  Let  me  recognize  Mr.  Scott,  and  then  you,  Mr. 
Montes. 

TOP  PRIORITY  IS  REAUTHORIZATION 

Mr.  ScoTT.  Thank  you,  Mr.  Chairman.  Let  me  say  first  that  one 
of  NACO's  top  priorities  is  the  reauthorization.  We  are  very  sup- 
portive of  that  program.  We  think  it  has  been  an  excellent  pro- 
gram. Similarly,  we  are  anxious  to  see  the  community  development 
program  continue.  We  think  it  also  has  provided  some  opportuni- 
ties for  community  improvement  that  have  been,  on  the  one  hand, 
flexible;  on  the  other  hand,  focused  to  the  point  that  if  it  were  com- 
peting in  a  general  block  grant  program  with  general  revenue 
sharing  or  as  a  part  of  general  revenue  sharing,  some  of  the  origi- 
nal purposes  might  be  lost. 

There  are  some  administrative  problems  that  we  can  perceive  be- 
cause of  the  peculiar  situation  of  counties,  and  urban  counties  in 
particular,  but  we  are  also  apprehensive  about  the  change  in  the 
block  grants  program  bit  by  bit  to  a  revenue  sharing— putting  in 
one  purpose,  then  another  purpose,  folding  in  one  purpose,  then 
another  purpose,  into  the  block  grant  program— and  not  providing 
additional  funds. 

What  that  means  is,  in  particular,  in  the  case  of  new  housing 
construction,  is  a  very  large  bite  being  taken  out  of  the  program 
which  was  designed  for  something  else.  We  hope  that  we  don't  try 
to  make  the  block  grant  program  a  housing  program,  exclusively.  I 
think  we  are  worried  about  that,  as  well  as  the  problem  of  blending 
the  general  revenue  sharing  notion  in  with  the  community  develop- 
ment program. 

Senator  Tower.  Mr.  Montes. 

Mr.  Montes.  In  the  city  of  El  Paso,  CDBG  has  expanded  to  more 
than  $60  million  throughout  the  program.  And  the  CDBG,  because 
of  the  lack  of  clarification  and  the  lack  of  definition  on  the  part  of 
Congress,  of  Congress  intent,  has  been  diluted. 

CDBG  money  is  general  revenue  sharing,  anyway.  As  I  said  in 
my  statement,  the  money  that  was  intended  for  the  poor  people  is 
not  getting  to  us.  What  you  have  to  say  is,  "Sure,  give  the  cities 
discretion  in  their  use  of  funds.  But  spell  out  that  the  CDBG  pro- 
gram is  a  poor  people's  program,  and  not  to  be  used  in  streets  and 
parks  and  all  of  the  other  general  accoutrements  of  downtown  revi- 
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talization  where  it  is  being  used.  Is  this  a  poor  people's  program  or 
is  it  a  general  revenue  sharing  program  under  the  name  of 
CDBG?" 

Senator  Tower.  Mr.  Thomas. 

Mr.  Thomas.  Mr.  Chairman,  you  have  hit  on  a  fundamental 
point  in  the  CD  program,  as  well  as  in  many  other  Federal  pro- 
grams that  are  used  by  cities.  That  is,  how  do  we  strike  a  reason- 
able, efficient  balance  between  local  control  on  the  one  hand  and 
national  purpose  on  the  other?  As  we  debate  nationally  the  respon- 
sibilities at  various  levels  of  government,  we  are  going  to  have  to 
look  at  that  argument  closer  and  closer,  because  if  we  are  going  to 
cut  expenses,  we  have  got  to  target  better,  and  target  the  need,  and 
the  function. 

On  the  one  hand,  there  has  got  to  be  a  national  purpose  that  can 
be  supported  not  only  this  year  but  in  years  to  come,  and  we  think 
that  we  have  that  in  the  community  development  block  grant  pro- 
gram. In  the  primary  targeting,  low-  and  moderate-income  people, 
there  may  come  a  day  when  the  finances  get  too  tough.  Mr.  Bloyd 
sort  of  castigated,  called  us  down,  for  not  mentioning  in  our  origi- 
nal remarks  that  we  were  in  favor  of  the  targeting  of  the  CD  pro- 
gram. 

But  Ms.  Reynolds  and  I  both  testified  recently  before  the  House 
Subcommittee  on  Housing  about  the  CD  regulations,  and  we  were 
both  strong  in  opposition  to  a  weakening  of  that  principal  benefit 
philosophy.  Over  the  years,  I  think  most  communities  have  han- 
dled these  matters  with  good  will  and  have  built  a  substantial 
amount  of  capacity.  As  capacity  is  built,  it  seems  to  me  there  can 
be  more  local  control,  and  it  is  up  to  us  as  representatives  of  the 
mayors  of  the  country  and  the  counties  and  the  cities  of  the  coun- 
try to  see  that  we  do,  indeed,  follow  the  philosophy  of  the  targeted 
programs  in  our  local  operations. 

I  hope  we  have  done  that  in  my  city.  I  am  sure  that  the  other 
representatives  have  in  theirs,  as  well.  Unfortunately,  we  occasion- 
ally run  into  jurisdictions  that  do  not  handle  their  programs  with 
good  will,  and  there  has  got  to  be  some  mechanism  for  seeing  that 
they  do.  We  would  not  lay  all  of  that  to  a  postaudit  review.  There 
probably  should  be  some  mechanism  where  when  localities  have 
questions,  and  I  think  we  have  been  dealing  with  it  long  enough  to 
know  where  the  gray  areas  lie,  that  there  be  some  mechanism  that 
HUD  could  give  some  prior  approval  of  some  of  the  expenditures  of 
the  money. 

Also,  in  any  effort  to  set  any  percentages,  if  that  is  before  the 
Congress — and  I  guess  if  you  have  the  principal  benefit  theory, 
principal  benefit  means  at  least  50  percent — that  that  be  spread, 
that  that  percentage  requirement  be  spread  over  the  life  of  the  pro- 
gram, 3  years,  rather  than  made  a  1-year  requirement  in  order  for 
the  locality  to  use  maximum  flexibility. 

But  I  think  the  strength  that  I  have  seen  in  the  mayors'  organi- 
zation, as  well  as  in  the  NLC— and  I  hope  Ms.  Reynolds  would  sup- 
port me  on  this — is  that  there  is  great  support  for  that  principal 
benefit  philosophy  from  low-  and  moderate-income  people  and  for 
the  removal  of  blight  for  emergency  conditions. 

Mr.  Bloyd.  Mr.  Chairman? 
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Senator  Tower.  Would  you  make  the  comment  fairly  brief,  Mr. 
Bloyd,  because  my  time  is  up. 

Mr.  Bloyd.  Sure.  I  think  what  concerns  us  this  morning  is  that 
there  has  been  a  record  that  has  been  established  since  October  of 
HUD  making  it  fairly  clear  how  they  intend  to  define  the  objective 
and  the  benefit  requirements  to  deal  with  the  gray  areas  that  have 
been  referred  to,  and  our  understanding,  in  responding  to  that,  is 
that  there  has  been  a  bipartisan  concern  by  Senate  and  House 
staff.  Democrats  and  Republicans,  that  they  are  not  accepting  of 
HUD's  approach  that  they  proceeded  with. 

It  seems  to  us  that  at  a  time  of  reauthorization,  it's  very  unreal 
not  to  address  that  record.  HUD  has  said  what  they  propose  to  do 
in  renewing  the  program,  and  their  proposals  will  seriously  further 
gut  the  principal  benefit  requirement. 

We  cannot  ignore  that  record.  They  propose  to  submit  some  regu- 
lations which  if  this  Congress  does  not  reauthorize  in  a  different 
way  will  make  for  a  very  different,  more  general  revenue  sharing 
type  program. 

One  additional  piece.  Part  of  their  proposal  says  that  they  would 
like,  as  the  mayor  says,  to  review  for  benefit  over  3  years,  which 
appears  to  be  very  inconsistent.  In  1981,  the  congressional  amend- 
ments changed  it  from  a  3-year  plan,  a  3-year  program  require- 
ment, to  an  annual  submittal  of  proposed  activities,  not  necessarily 
connected  from  year  to  year. 

It  seems  to  us  inconsistent  not  to  have  each  program  on  its  face, 
year  by  year,  face  the  benefit  requirement,  when  the  Congress  has 
already  disestablished  a  3-year  plan  and  a  3-year  program.  The 
purpose  to  be  achieved  would  be  to  make  it  much  easier  to  achieve 
a  benefit  by  spreading  it  over  several  years.  We  believe  that  is 
what  the  intent  of  the  administration  is  in  HUD,  and  that  would 
seriously  further  gut  the  program.  We  think  it's  important  that 
this  committee  comment,  as  these  witnesses  talk  about  what  HUD 
proposes  to  do. 

Senator  Tower.  Senator  Lautenberg. 

Senator  Lautenberg.  Thank  you,  Mr.  Chairman.  I  am  sorry  I 
wasn't  here  to  hear  the  testimony.  I  did  get  to  review  it  before- 
hand. 

president's  new  federalism  proposal 

Mayor  Thomas,  under  the  President's  New  Federalism  proposal, 
I  assume  you  are  aware  that  20  percent  of  the  CDBG  funds  could 
be  folded  into  general  revenue  sharing.  Is  it  correct,  then,  that  the 
principal  benefit  test  incorporated  in  the  CDBG  to  assure  attention 
to  low-  and  moderate-income  people  would  cease  to  apply  to  the 
funds  folded  in  as  well  as  other  wage  and  environmental  laws? 

Mr.  Thomas.  That  is  my  understanding. 

Senator  Lautenberg.  How  do  you  view  this  prospect? 

Mr.  Thomas.  The  Conference  of  Mayors  met  in  January,  right 
when  these  proposals  were  put  forward.  Secretary  Pierce  appeared 
before  the  standing  committee  of  which  I  am  chairman,  and  did 
not  comment  on  this  matter  past  a  remark  that  he  was  in  favor  of 
the  program,  but  hoped  that  it  could  be  handled  in  a  way  to  pre- 
serve the  benefits  to  low-income  people. 
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We  feel  very  strongly  that  revenue  sharing  and  CDBG  were 
originally  inaugurated  for  different  national  purposes,  and  we  feel 
that  those  national  purposes  should  be  preserved,  and  that  these 
programs  be  kept  separate,  and  that  the  community  development 
block  grants,  indeed,  be  targeted  to  principally  benefit  low-  and 
moderate-income  people.  So  our  position  is  in  opposition  to  the 
merger  of  revenue  sharing  and  CDBG. 

Senator  Lautenberg.  And,  I  assume,  the  panel's  view  on  this  is 
generally  shared.  There  is  no  difference  of  views? 

Ms.  Reynolds.  I  think,  for  the  National  League  of  Cities,  we  cer- 
tainly agree  with  the  Conference  of  Mayors,  and  met  as  recently  as 
3  days  ago  to  reaffirm  that  very  position.  We  want  flexibility,  pro- 
grammatic flexibility,  but  not  a  blank  check,  not  a  dilution  of  the 
Federal  purpose. 

Senator  Lautenberg.  OK.  I  was  very  interested  in  reading  Mr. 
Montes'  testimony  and  the  subsequent  testimony  by  your  colleague 
there.  I  take  it  the  thrust  is — if  I  have  missed  it,  I  just  want  a  clari- 
fication— is  to  make  sure  that  the  projects  are  targeted  at  the  Fed- 
eral level,  or  at  the  regional  level,  so  that  in  some  cases  where 
there  may  be  confusion  at  the  local  level  that  these  funds  don't  get 
diverted  into  other  projects. 

Mr.  Montes.  We  would  like  to  see  Congress  strengthen  the  lan- 
guage and  make  it  very  clear,  to  HUD,  to  the  cities,  and  even  to 
the  courts,  because  of  the  way  the  CDBG  program  is  being  run 
HUD  is  impotent  to  give  us  administrative  relief.  The  courts  don't 
understand  the  issues  at  hand,  so  because  of — the  congressional 
intent,  which  is  supposedly  unclear — to  me  it's  very  clear,  but  I 
think  you  should  spell  out  to  the  cities  in  the  legislation  that  it  is  a 
poor  people's  program. 

Senator  Lautenberg.  As  I  read  your  testimony — did  you  feel 
that  you  were  penalized,  or  the  barrio,  or  whatever  the  proper  ter- 
minology is  for  that  community,  was  penalized  as  a  result  of  ap- 
pealing for  administrative  relief,  registering  your  complaints? 

Mr.  Montes.  Right  after  monitoring  the  CDBG  program  for 
about  4  years,  now,  we  showed  out  the  deficiencies  in  the  existing 
CDBG  program,  as  to  the  necessity  of  our  community,  and  HUD  in 
conjuction  with  the  city  said:  "It's  too  much  to  deal  with." 

HUD  allowed  the  city  to  remove  our  area  as  a  neighborhood 
strategy  area.  Therefore,  the  CDBG  money  is  no  longer  targeted  to 
the  neediest  areas  of  the  city. 

Senator  Lautenberg.  The  defintion  of  programs  for  the  poor, 
low-income  families — you  see  it  as  very  specific,  very  narrowly  de- 
fined? You  have  not  thought  of  it  as  providing  funds  for  downtown 
revitalization,  or  something  like  that.  Do  you  see  something  like  a 
firehouse  or  a  treatment  plant — you  don't  take  those  as  that  same 
definition? 

Mr.  Montes.  I  believe — we  even  have  developed  some  economic 
development  projects  in  the  barrio  where  the  people  are  creating 
their  own  jobs,  creating  their  own  income,  getting  out  of  the  de- 
pendency state.  If  you  could  come  up  with  terminology  to  reflect 
economic  development  in  that  sense 

Senator  Lautenberg.  You  are  not  talking  about  general  commu- 
nity services,  then? 
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Mr.  MoNTES.  I  was  going  to  use  for  an  example,  Mr.  Tower  an- 
nounced in  December  that  El  Paso  was  being  awarded  a  $6  million 
UDAG  grant.  That  grant  is  good,  but  it's  going  to  fund  two  parking 
garages,  I  think  a  total  of  about  400  parking  spaces,  $6  million  for 
400  parking  spaces,  as  accoutrements  to  a  downtown,  revitalized, 
first-class  hotel,  and  an  office  building  for  the  El  Paso  Electric  Co. 

What  the  people  can't  understand  is  how  the  Housing  and  Urban 
Development  people  can  be  subsidizing  the  local  utility  monopoly 
and  first-class  hotels  when  the  housing  conditions  are  as  they  exist. 

Senator  Lautenberg.  We're  not  reviewing  the  UDAG  programs 
here. 

Mr.  Scott,  in  your  testimony,  you  urged  continuation  of  the  sec- 
tion 108  loan  guarantee  program.  The  Senate  Appropriations  Com- 
mittee has  sent  to  the  floor  a  bill  with  1  billion  dollars'  worth  of 
section  108  money  in  it.  You  favor  that  provision? 

Mr.  Scott.  We  definitely  favor  the  continuation  of  the  program; 
yes,  sir. 

Senator  Lautenberg.  How  does  that  compare  with  what  was 
done  in  the  other  body? 

Mr.  Scott.  The  $1  billion?  As  I  understand  it  since  the  loan  guar- 
antee represents  an  advance  on  future  funds,  we  support  the  $1.25 
billion  included  in  the  House  bill  given  this  is  new,  additional 
money. 

Senator  Lautenberg.  My  time  is  up.  Just  in  quick  fashion,  if  I 
may.  You  support  section  108.  But  it's  not  a  replacement  for  the 
basic  CDBG  program. 

Mr.  Scott.  That's  right. 

Senator  Lautenberg.  Thank  you,  Mr.  Chairman. 

Senator  Tower.  Senator  Sarbanes. 

Senator  Sarbanes.  Thank  you,  Mr.  Chairman. 

communication  between  hud  and  community  people 

Ladies  and  gentlemen,  the  first  question  I  would  like  to  put  is  a 
procedural  one:  You  all  represent  recognized  and  established  orga- 
nizations, reputable,  I  would  say,  with  a  longstanding  interest  in 
these  problems.  To  what  extent  did  the  Secretary  and  the  Depart- 
ment discuss  with  you  the  proposals  that  have  now  been  submitted 
by  them  on  which  you  are  commenting  and  in — which  the  Congress 
is  now  looking  at? 

Ms.  Reynolds.  If  I  might  start  with  the  National  League  of 
Cities,  as  always,  when  asked  a  real  question,  I  refer  to  staff  for  a 
real  answer.  The  answer  is  to  the  best  of  our  knowledge  we  were 
not  consulted  before  they  were  proposed. 

Mr.  Scott.  Apparently,  we  were  not,  either. 

Mr.  Thomas.  We  take  that  same  position. 

Senator  Sarbanes.  Mr.  Bloyd? 

Mr.  Bloyd.  The  Secretary  rarely  communicates  with  community 
people,  and  our  testimony  shows  that  there  is  no  provision  for  that 
type  of  dialog. 

Senator  Sarbanes.  Could  I  ask  you  this  question?  We  had  Secre- 
tary Pierce  here  before  us  yesterday.  Is  this  absence  of  dialog  and 
discussion  a  new  departure  in  terms  of  what  the  practice  has  gen- 
erally been  over  the  years? 
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Ms.  Reynolds.  I  will  start  off  again.  Communication  is  always  a 
matter  of  individuals,  and  I  have  been  in  office  through  at  least 
three  Federal  administrations,  and  I  would  say  it  has  varied  in 
character  drastically  depending  on  who  the  individuals  are.  Even 
with  HUD,  I  think  it  varies  department  to  department  within 
HUD. 

These  are  rather  major  initiatives.  We  have  had  longstanding 
dialog.  I  think  I  may  have  almost  overstated  it  ourselves  when  we 
said  "not  at  all,"  because  with  each  of  the  discussions  we  have  had 
with  this  administration  the  day  they  took  office — the  specifics  of 
these  proposals,  however,  were  not,  however,  run  through  our  shop 
before.  It's  not  that  we  never  talk  to  them,  whether  there  is  no 
communication,  but  the  specifics  were  not  brought  to  our  attention. 
And  that  is  a  big  change  from  the  last  administration,  which  was  a 
big  change  from  the  administration  before  that;  yes,  sir. 

Mr.  Scott.  I  think  that  is  a  good  statement  of  our  feeling,  too.  I 
think  their  communication  does  change  from  time  to  time,  and 
from  leadership  to  leadership. 

Senator  Sarbanes.  I  know  that,  and  I  don't  want  to  do  Secretary 
Pierce  an  injustice,  but  it  is  my  perception — and  if  I'm  wrong,  I 
want  to  be  corrected — that  his  willingness  to  discuss  with  responsi- 
ble groups  such  as  the  ones  you  represent  is  less  than  any  HUD 
Secretary  that  we've  had  under  Democratic  or  Republican  adminis- 
trations. 

Mr.  Scott.  My  institutional  memory  is  not  as  long  as  some.  I 
haven't  been  around,  I  guess,  for  a  real  long  time.  So  it  would  be 
real  hard  for  me  as  an  individual  to  make  any  long-range  state- 
ment about  that  problem. 

I  can  simply  respond  to  the  current  situation,  which  was  that  we 
think  that  the  dialog  was  inadequate.  But  if  you  would  like  some 
further  response  on  that,  we'd  be  happy  to  supply  it  to  you,  Sena- 
tor. 

Senator  Sarbanes.  Ms.  Reynolds,  did  you  want  to  respond? 

Ms.  Reynolds.  Mr.  Todd  reminds  me  that  we  did  have  some 
prior  discussions,  specifically  on  UDAG,  before  that  proposal  was 
brought  forward  under  the  latest  round. 

So  there's  not  been  a  complete  lack  of  communication.  We  did 
talk  on  that  particular  point  before  the  fact. 

Mr.  Thomas.  The  conference  has  had  communication,  also,  with 
the  Secretary  and  his  assistants  from  time  to  time.  I  don't  know 
that  we  feel  it  satisfactory  as  we  would  like.  I  have  some  feelings 
that  some  of  the  proposals  that  come  from  HUD  may  not  have 
originated  really  in  HUD. 

So  that  the  communication  that  we  would  have  to  have,  even, 
with  some  programs,  might  have  to  be  at  some  other  level  of  gov- 
ernment. 

There  have  been  meetings  held.  For  instance,  we  attended  one  on 
the  housing  block  proposal,  public  housing.  And  we  haven't  had 
any  followup  on  that. 

So  I  don't  know  any  analysis  I  make  to  be  a  personal  analysis  of 
why  we  have  not  had  that  close  communication.  But  it  may  be  that 
budgetary  considerations  are  driving  policy  considerations  a  little 
too  much. 
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I  must  say  that  at  the  NLC  meeting  just  the  other  day,  the  coun- 
selor, Edwin  Meese,  spoke  to  a  group  that  was  talking  about  the 
reauthorization  of  revenue  sharing,  and  I  felt  that  he  was  very 
open  about  wanting  full  communication  with  the  representatives  of 
the  cities,  inviting  it,  and  saying  that  his  office  and  the  White 
House  would  respond  eagerly  to  initiatives  by  the  cities. 

So  we  will  continue  on  behalf  of  the  Conference  of  Mayors  to 
make  those  initiatives  and  to  seek  for  avenues  of  better  communi- 
cation. 

EXCLUSION  OF  RESIDENTIAL  PROJECTS 

Senator  Sarbanes.  On  the  UDAG,  what  is  your  view,  and  the 
members  of  the  panel,  on  excluding  of  residential  projects  from 
qualified  activities? 

Mr.  Bloyd.  Senator  Sarbanes,  the  communications  we've  had 
with  groups  similar  to  the  ones  that  we  worked  with  directly,  are 
that  it  undercuts  a  real  opportunity  to  do  housing  programs  and  do 
effective  neighborhood  work  to  supplement  whatever  else  UDAG  is 
doing. 

And  that  if  the  leveraging  requirements  were  changed,  that  this 
would  provide  another  early  source  that  would  help  cut  back  this 
huge  backlog  in  the  hundreds  of  millions,  that  hasn't  been  spent. 

There's  a  tremendous  backlog  of  expressed  interest  by  nonprofit 
groups  wanting  to  work  with  cities,  to  do  neighborhood  housing. 

And  UDAG  would  be  a  good  vehicle  for  that,  and  they  are  frus- 
trated by  HUD's  draft  amendments,  which  would  make  it  even 
tougher  to  do  housing  and  neighborhood  work. 

Ms.  Reynolds.  Senator,  the  city  of  Denver  got  one  of  the  first 
UDAG's,  a  $13  million  UDAG  for  a  mixed  project,  part  of  which  is 
housing. 

We  have  found  that  to  be  a  useful  tool.  The  National  League  of 
Cities  is  not  supporting  that  sort  of  change  in  the  law  or  in  the  reg- 
ulations. 

We've  had  a  number  of  housing  programs  either  substantially  re- 
duced or  pulled  all  together,  taking  one  more  tool  away.  And  a  tool 
that  can't  be  used,  quite  frankly,  that  often.  We're  talking  about 
leveraging  money,  and  working  with  the  private  side  for  profitmak- 
ing. 

Housing  is  not  always  an  attractive  component.  But  taking  that 
one  more  tool  out  of  our  bag  for  housing  does  not  seem  to  us  to  be 
appropriate.  No,  sir. 

Mr.  Thomas.  We  would  generally  feel  the  same  way.  We  don't 
want  to  exclude  housing  from  the  overall  projects.  But  we  would 
rather  concentrate  on  housing  in  the  housing  program,  rather  than 
in  the  UDAG  program. 

Senator  Sarbanes.  How  important  is  the  lump-sum  drawdown, 
and  the  loan  guarantee  program  to  your  making  the  CDBG  work 
effectively? 

Mr.  Scott.  I  think  we  have  found  it  to  be  quite  useful.  I  men- 
tioned in  my  testimony  the  specific  example  in  my  county  of  a 
mobile  home  park  that  we  would  not  be  able  to  rehabilitate  had  we 
not  had  the  section  108. 
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Senator  Sarbanes.  What  do  you  think  is  the  Secretary  is  trying 
to  accomplish  by  abolishing  both  those  provisions? 

Ms.  Reynolds.  If  I  may,  I  don't  mean  to  speculate  on  what  the 
Secretary  might  or  might  not  be  thinking,  but  I  think  it  goes  along 
with  a  number  of  initiatives  of  the  administration  through  HUD, 
having  to  do  with  everything  from  funding  levels  to  recapture  or 
deferment  of  funds.  Things  of  that  nature. 

As  to  the  lump-sum  drawdown  provision,  that  would  simply 
mean  that  the  Federal  Government  would  retain  the  use  of  the 
money  longer.  The  Secretary  says  there  have  been  abuses  in  lump- 
sum drawdowns  because  they've  been  drawndown,  and  sitting  in  a 
local  bank  drawing  interest.  And  not  really  used  quickly. 

That's  not  the  purpose  of  the  drawdown.  If  there  are  abuses,  I 
suggest  that  they  be  sought  out,  and  the  proper  chastisement  be 
given  for  those  abuses. 

Those  of  us  who  have  used  those  provisions  effectively,  however, 
would  not  care  to  have,  again,  that  tool  taken  away  because  there 
is  a  perception  of  some  abuse. 

The  advantages  are  obvious.  To  bring  the  money  into  the  city, 
you  want  to  go  out  to  bid,  you  need  to  move,  you  don't  have  time  to 
do  the  paperwork  over  and  over,  drawing  things  down  slowly. 

The  loan  programs  are  used  ever  more.  This  year  there  are  more 
uses  of  that  than  in  years  past.  It  has  been  a  very  good  way  to 
double-leverage  CDBG  money  by  making  the  collateral  loans  that 
are  necessary  to  get  land  for  the  projects.  It's  been  a  very  useful 
tool. 

It's  not  a  costly  tool  to  the  Federal  Government.  Because  the 
Federal  Government  is  not  responsible.  I  am,  responsible,  with  my 
CDBG  money,  which  is,  I  hope,  coming  to  us  an3rway. 

So  we  fmd  that  not  even  a  very  good  budgetary  argument. 

Mr.  Bloyd.  If  you  intend  to  shut  the  program  down,  you  wouldn't 
want  to  make  future  commitment.  We  would  suggest  that  that 
would  be  a  reason  why  the  Secretary  would  not  want  to  see  a  one- 
way loan  proceed. 

Senator  Sarbanes.  Thank  you.  I  see  my  time  is  up.  Thank  you, 
Mr.  Chairman. 

Senator  Tower.  Mr.  Trible,  do  you  have  anything  at  this  time? 

Senator  Trible.  Mr.  Chairman,  let  me  just  say  I  apologize  for  my 
late  arrival.  I  was  chairing  a  meeting  of  the  Commerce  Committee 
on  the  NASA  authorization.  But  for  that  responsibility,  I  would 
have  been  here  to  welcome  the  distinguished  mayor  of  Norfolk,  my 
friend,  Vince  Thomas;  and  Supervisor  Scott,  of  Fairfax  County. 

I  will  review  your  testimony  and  the  colloquy  here  this  morning, 
and  I'm  sure  to  benefit  by  it. 

And  I  would  have  no  questions  at  this  time,  Mr.  Chairman. 

Senator  Tower.  I  want  to  thank  our  panel  for  being  here  this 
morning.  I  think  it's  been  very  useful,  and  a  very  constructive  dis- 
cussion. 

I  think  I  can  assure  you  all  that  we  will  carefully  review  every- 
thing that's  been  proposed  by  the  administration. 

You've  made  a  very  valuable  input  for  us.  Thank  you  very  much. 

Senator  Tower.  Our  next  panel  is  the  panel  on  public  housing. 
Our  panel  on  public  housing  consists  today  of  the  Honorable  Philip 
Abrams,  Assistant  Secretary  and  Federal  Housing  Commissioner  in 
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the  Department  of  Housing  and  Urban  Development;  Mr.  Ray 
Struyk,  senior  research  associate  at  the  Urban  Institute  of  the  Dis- 
trict of  Columbia;  Mr.  Robert  Maffin,  executive  director  of  the  Na- 
tional Association  of  Housing  and  Redevelopment  Officials  of 
Washington;  Mr.  Lewis  H.  Spence,  representing  the  Council  of 
Large  Public  Housing  Authorities,  and  director  of  the  Boston 
Public  Housing  Authority  in  Boston,  Mass. 

Gentlemen,  we  welcome  you  today  as  witnesses  on  a  matter  that 
is  of  enormous  concern  to  us  all.  We  will  proceed  in  the  order  that 
I  have  named  the  witnesses,  and  I  believe  that  we'll  hear  from  all 
witnesses  before  we  go  to  questions. 

May  I  say,  gentlemen,  that  you  may  submit  whatever  statements 
or  appendices  that  you  have  for  the  record.  They  will  be  printed  in 
their  entirety  in  the  record. 

And  if  you'll  summarize  your  statements,  it  will  enable  us  to 
have  a  little  more  time  for  questions. 

First,  we'll  hear  from  Mr.  Abrams. 

STATEMENTS  OF  PHILIP  ABRAMS,  ASSISTANT  SECRETARY,  FED- 
ERAL HOUSING  COMMISSIONER,  DEPARTMENT  OF  HOUSING 
AND  URBAN  DEVELOPMENT;  RAY  STRUYK,  SENIOR  RESEARCH 
ASSOCIATE,  THE  URBAN  INSTITUTE;  ROBERT  MAFFIN,  EXECU- 
TIVE DIRECTOR,  NATIONAL  ASSOCIATION  OF  HOUSING  AND 
REDEVELOPMENT  OFFICIALS;  AND  LEWIS  H.  SPENCE,  REPRE- 
SENTING THE  COUNCIL  OF  LARGE  PUBLIC  HOUSING  AUTHORI- 
TIES,  BOSTON,  MASS. 

Mr.  Abrams.  Thank  you,  Mr.  Chairman.  I  have  submitted  a  writ- 
ten statement  to  the  committee,  which  I  would  ask  be  placed  in  the 
record.  And  I'd  like  to  make  some  oral  comments. 

Mr.  Chairman,  there  are  several  issues  that  were  raised  in  your 
invitation  that  are  not  covered  in  this  statement.  I'd  like  to  just  go 
over  them  briefly,  and  I'll  try  to  hold  my  time  to  10  minutes.  Even 
though  I'll  be  as  brief  as  possible,  I  might  need  a  few  more  minutes 
to  be  responsive  to  the  requests  of  the  committee. 

The  first  question  that  was  raised  that  I'd  like  to  address  is  the 
condition  of  the  public  housing  stock.  We  had  various  sources  to 
rely  on  for  that  information. 

The  Perkins  and  Will  study  was  conducted  in  1979,  and  I'm  sure 
it  will  be  mentioned  often  today.  It  said  that  7.4  percent  of  the 
units  had  major,  chronic  problems,  and  it  looked  into  the  modern- 
ization needs  of  the  public  housing  stock  as  they  existed  at  that 
time.  That  study  is  the  basis  for  a  lot  of  our  judgments. 

1979  HOUSING  SURVEY 

The  next  piece  of  data  that  we  have  that  relates  to  that  question 
is  the  1979  annual  housing  survey,  which  shows  that,  with  regard 
to  the  public  housing  stock,  10  percent  of  the  stock  is  substandard 
and  7  to  8  percent  of  it  is  vacant.  We  believe  that  this  7-  to  8-per- 
cent vacancy  is  made  up  of  about  2  to  3  percent  from  turnovers  as 
tenants  move  out,  and  4  to  5  percent  as  a  result  of  units  being 
uninhabitable. 

We  have  further  a  study,  which  has  not  yet  been  completed,  con- 
ducted by  our  Office  of  Policy  Development  and  Research.  We  have 
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only  preliminary  information  based  on  a  survey  of  556  projects  in 
26  housing  authorities  in  18  States,  representing  14  percent  of  the 
total  public  housing  stock.  In  the  survey,  we  considered  housing  au- 
thorities of  varying  sizes,  financial  conditions  and  geography,  the 
local  housing  market,  and  the  age,  type  and  condition  of  the  hous- 
ing stock.  And  we  came  up  with  some  preliminary  conclusions. 

I  think  the  most  significant  conclusion  is  that  92  percent  of  the 
housing  stock  can  be  saved,  either  as  is  or  with  modernization 
funds  targeted  to  overcome  energy  conservation  problems  or  prob- 
lems related  to  substandard  units.  Of  the  balance,  8  percent,  it 
would  be  appropriate,  in  our  estimation,  to  either  sell  or  retire  that 
housing  stock  for  a  variety  of  reasons.  This  study  was  based  on  an 
evaluation  of  the  local  community  and  its  ability  to  provide  afford- 
able and  available  housing  for  low-income  families.  So  every  one  of 
those  sources  said  that  about  8  percent  of  the  housing  stock  was  no 
longer  viable.  Our  recommendation  was  based  on  a  number  of  cri- 
teria that  show  that  there  were  multiple  and  hard-to-remedy  condi- 
tions that  existed  in  those  projects.  Many  of  them  are  in  the  cate- 
gory of  having  had  25  percent  or  more  vacancies  for  some  time, 
and  they  are  regarded  as  being  troubled  by  the  housing  authorities 
themselves.  In  many  cases,  the  tenants  are  subject  to  a  high  crime 
incidence  in  their  neighborhood,  and  some  of  their  buildings  have 
uncorrectable  structural  and  site  problems  that  could  cost  over  $1 
billion  to  correct. 

I'd  like  to  move  on,  and  use  the  two  charts  that  we've  brought 
today  from  Housing  and  Urban  Development,  to  go  through  our 
proposals  for  revising  the  public  housing  performance  funding 
system,  and  the  means  of  providing  operating  subsidies  and  mod- 
ernization funds  to  the  housing  authorities.  If  the  chart  on  my  left 
and  your  right  is  readable  by  the  members  of  the  committee,  you 
will  see  that  the  left  box  shows  our  evaluation  of  where  the  system 
stands  at  this  point. 

We  have  our  current  system  of  performance  funding  based  on 
historical  costs  that  were  taken  from  the  midseventies  and  have 
been  inflated  in  various  ways  by  inflation  factors  ever  since  then. 
In  determining  the  needs  under  the  performance  funding  system,  if 
the  housing  authority  was  mismanaged  in  the  midseventies,  their 
performance  funding  system  is  based  on  that  same  inefficiency  and 
high  cost.  On  the  other  hand,  if  a  housing  authority  was  well-run, 
then  they're  held  to  their  historical  costs  as  captured  in  the  mid- 
seventies. 

If  a  unit  was  energy  inefficient,  then  we  continue  to  fund  on  the 
basis  of  that  energy  inefficiency.  And  we  continue  to  fund  on  the 
basis  of  the  midseventies  when  we  as  a  country  were  in  a  different 
energy  mode. 

There's  no  incentive  in  that  system  to  prevent  deterioration  of 
the  stock.  That  has  resulted  in  a  number  of  substandard  units,  as 
I've  said,  throughout  the  public  housing  stock,  as  well  as  a  great 
many  vacancies.  And  we  don't  have  incentives  built  into  the 
system  to  encourage  housing  authorities  to  keep  that  Federal  in- 
vestment occupied  by  low-income  families. 

The  system  as  it  stands  now  has  a  modernization  program  that 
generates  unlimited  modernization  demands.  Year  after  year,  we 
get  requests  for,  and  in  many  cases,  grant  requests  for  moderniza- 
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tion  which  go  far  beyond  what  is  the  definition  of  safe  and  decent 
housing. 

With  regard  to  the  pubHc  housing  authorities'  perspective  on 
funding,  the  current  system  leads  to  budget  uncertainty  for  Con- 
gress and  for  the  housing  authorities,  because  the  system  changes. 
It's  a  moving  target,  and  no  one  can  predict  now  what  the  esti- 
mates will  be  for  1984.  We're  not  even  sure  about  1983,  and  we 
won't  be  until  later  this  year. 

We  want  to  get  to  the  box  on  the  far  right,  which  is  a  reformed 
system  that's  based  on  costs  in  the  private  market.  It  provides 
money  based  on  the  fair  market  rents  which  are  used  in  the  sec- 
tion 8  existing  certificate  program,  which  are  localized  in  the  pri- 
vate market,  and  which  reflect  the  costs  of  providing  housing  in 
the  private  sector  for  low-income  families.  It  provides  for  a  replace- 
ment allowance,  which  would  allow  the  housing  authority  to  make 
normal  repairs  on  an  ongoing  basis,  and  it  provides  for  rents  which 
reflect  what  the  private  sector  is  paying  for  utility  costs. 

This  reformed  system  would  encourage  sound  management.  It 
would,  in  fact,  for  some  of  the  housing  authorities,  eliminate  HUD 
intervention  and  redtape  in  the  day-to-day  operations  of  the  hous- 
ing authority,  which  we  believe  is  appropriate  for  those  who  will 
function  under  this  system. 

It  will  promote  energy  efficiency  by  not  recapturing  from  the 
housing  authority  any  savings  in  energy  consumption  or  the  cost  of 
energy  they  purchase,  and  it  will  give  incentives  to  maintain  the 
public  housing  stock,  because  we  will  no  longer  subsidize  vacant  or 
substandard  units. 

It  emphasizes  local  management  decisions  and  pretty  much  sets 
free  the  housing  authorities  who  are  operating  under  the  market 
rent  system.  It  will  provide  credible  budget  requests,  which  we  will 
be  able  to  project,  as  we  project  the  fair  market  rents  and  apply 
the  CPI  to  increase  those  rents  as  local  market  conditions  increase 
from  year  to  year.  It  will  give  the  public  housing  authorities  a 
stable  source  of  funds  and  an  understandable  and  predictable  fund- 
ing system  for  public  housing. 

In  order  to  get  from  the  box  on  the  left  to  the  box  on  the  right, 
we  need  the  arrow  in  the  middle.  We  are  going  to  go  through  a 
transition  period,  particularly  for  those  housing  authorities  that 
will  get  less  money  under  this  system  than  they  would  have  gotten 
under  the  historical  performance  funding  system. 

Under  this  system,  a  housing  authority  gets  the  fair  market  rent 
for  each  category  of  units  times  the  number  of  units  that  are  occu- 
pied and  meet  housing  quality  standards.  Housing  authorities  that, 
under  that  formula,  would  get  less  money  than  they  get  under  the 
PFS,  including  adding  20  percent  for  a  replacement  allowance, 
would  be  phased  down  during  the  transition  period  and  have  a  re- 
duction from  the  performance  funding  system  level  of  no  more 
than  5  percent  per  year. 

But  because  the  new  system  includes  a  replacement  allowance, 
almost  all  housing  authorities  would  get  more  money  in  total 
under  this  system  than  they  get  under  the  current  performance 
funding  system.  In  fact,  our  budget  request  for  operating  subsidies 
under  the  new  system,  including  replacement  allowances,  is  for 
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$1,636  billion,  as  opposed  to  a  PFS-driven  demand,  which  would  be 
about  $1.4  billion. 

This  new  system  will  provide  for  an  orderly  transition  where 
housing  authorities  are  not  able  to  exist  under  the  fair  market  rent 
system.  It  completes  catch-up  modernization  by  using  transition 
modernization  funds  for  projects  that  have  substandard  or  vacant 
conditions. 

We  are  proposing  $3.5  billion  in  budget  authority  over  this  tran- 
sition period  for  these  transition  housing  authorities,  so  that  they 
can  become  more  efficient  in  terms  of  their  physical  stock,  as  they 
gain  control  of  their  management  under  the  fair  market  rent  basis. 
And  that  exercise  of  modernizing  and  doing  energy  conservation 
improvements  for  those  buildings  would  cut  costs,  as  it  cuts  energy 
consumption  and  provides  incentives  for  the  housing  authorities  to 
improve  their  management.  That,  as  a  fast  overview,  supplemented 
by  the  detail  in  my  statement,  deals  with  the  basis  of  funding. 

I  would  like  to  turn  to  the  chart  on  my  right  and  your  left,  which 
looks  at  the  impacts  of  the  replacement  allowance  as  it  relates  to 
modernization,  and  our  proposal  to  eliminate  the  modernization 
program  after  this  transition  period. 

The  line  at  the  very  top  is  from  the  Perkins  and  Will  study  that 
I  spoke  about  earlier,  which  projected  the  modernization  demand 
at  what  Perkins  and  Will  calls  level  3,  which  is  above  the  mini- 
mum property  standards  for  multifamily  housing.  I  guess  this 
standard  can  best  be  defined  as  what  would  be  necessary  to  bring 
the  projects  up  to  section  8  new  construction  standards.  Level  2  in- 
cludes a  lot  of  amenities  that  we  don't  believe  are  necessary,  and 
that  we  don't  believe  are  provided  for  low-income  families  in  the 
private  sector,  particularly  through  our  certificate  program  that  is 
serving  over  700,000  families.  That  level  of  demand,  level  3,  totaled 
18.05  billion  in  1984  dollars.  All  these  numbers  are  in  1984  dollars, 
and  they  deal  with  the  loan  authority  or  the  actual  capital  costs, 
not  budget  authority  or  contract  authority. 

The  lower  line  indicates  the  actual  capital  cost  of  bringing  all  the 
units  up  to  the  standards  that  we  set  under  the  section  8  existing 
certificate  program,  which  are  housing  quality  standards  set  for 
safe  and  decent  housing  under  that  program,  plus  the  needed 
catch-up  modernization  to  do  energy  retrofits,  to  make  the  build- 
ings more  energy  conservative,  and  eliminating  the  problem  proj- 
ects which  I  spoke  about  at  the  outset.  With  these  housing  quality 
standards,  we  have  a  total  demand  for  modernization  in  1984  capi- 
tal cost  dollars  of  $5.17  billion. 

If  you  look  at  the  green  line  down  at  the  bottom,  modernization 
funding  since  1980  started  at  a  level  of  $700  million  and  has  in- 
creased each  year.  We  had  somewhat  of  an  anomaly  for  1983 — 
which  we  are  grateful  to  the  Congress  for  providing  because  we 
think  those  funds  are  necessary — which  gave  us  $2,589  billion  in 
1983.  Then  we  have  transition  modernization  requested  from  1984 
through  1987,  which  totals  $3y2  billion,  and  which  would  bring  us 
above  the  $5.17  billion  line  to  $5.6  billion. 

When  you  add  to  that  the  replacement  allowance — which  would 
be  included  in  the  new  funding  system  and  which  would  allow 
housing  authorities  to  schedule  and  make  judgments,  without  HUD 
supervision,  over  what  major  repairs,  deferred  maintenance,  struc- 
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tural  improvements,  or  even  set-asides  for  future  acquisition  would 
be  done  when  you  add  that  replacement  allowance,  then  you  come 
up  with  the  red  line,  which  brings  you  up  to  a  level  of  $7.3  billion. 
This  is  well  above  the  level  that  you  would  derive  from  the  Perkins 
and  Will  study,  as  modified  by  using  section  8  housing  quality 
standards. 

This  is  a  very  complicated  proposal,  and  it  hasn't  been  dealt  with 
lightly.  It  has  received  attention  from  all  levels  of  the  administra- 
tion and  a  great  deal  of  attention  from  the  Secretary,  who  has 
monitored  the  process  that  we  have  undergone  for  the  last  2  years. 

In  reviewing  exactly  what  the  problems  are  with  public  housing, 
the  study  that  was  submitted  to  the  Congress  1  year  ago,  in  re- 
sponse to  the  request  for  evaluation  of  alternatives  to  the  public 
housing  operating  subsidy  system,  was  used  as  a  starting  point  for 
these  evaluations  and  these  conclusions. 

SENATE  BILL  2607 

Finally,  you  asked  us  to  comment  on  Senate  bill  2607,  the  au- 
thorization bill  that  came  out  of  this  committee  last  year.  We  have 
been  generally  supportive  of  the  language  in  that  bill  as  it  regards 
public  housing  operating  subsidies. 

We  have  made  some  suggestions  to  the  committee  staff  which 
would  accommodate  that  approach  to  the  fair  market  rent  based 
operating  subsidy  system.  Our  suggestions  would  take  into  account 
those  housing  authorities  which  are  designated  as  market  rent 
housing  authorities,  and  which  would  receive  a  fair  market  rent 
based  subsidy,  and  would  regard  the  tier  B  housing  authorities  as 
those  which  are  in  transition  to  becoming  market  rent  housing 
authorities. 

We  would  look  upon  those  transition  housing  authorities  in  two 
different  categories:  First,  those  that  are  suffering  from  a  reduction 
in  the  performance  funding  system  amounts,  even  though  they  are 
getting  more  money  when  the  replacement  allowance  is  added,  and 
we  would  suggest  that  they  be  monitored  by  HUD.  We  would  place 
in  another  category  those  housing  authorities  that  have  serious 
management  problems  where  direct  action  is  needed  by  them  and 
by  HUD,  and  we  would  use  the  moneys  that  you  have  included  in 
the  bill  for  technical  assistance  for  those  housing  authorities. 

There  are  some  other  objections  which  we  as  an  administration 
would  have  in  terms  of  3-year  funding  instead  of  1-year  funding, 
since  the  administration  as  a  matter  of  policy  is  not  in  favor  of 
having  multiyear  funding  for  programs  such  as  this.  I  would  note 
that  the  level  of  funding  indicated  in  the  Senate  bill  of  $4y4  billion 
for  3  years  relates  to  our  current  projection  of  the  PFS  demand, 
which  is  $4.5  billion  for  fiscal  years  1983-85. 

Our  projections  are  based  on  the  administration's  proposals, 
which  would  increase  tenant  rents  as  well  as  adjust  the  public 
housing  stock  in  consideration  of  those  projects  that  we  think 
should  be  retired. 

And  finally  I  would  note  that  our  proposed  system  for  perform- 
ance funding,  combining  the  fair  market  rent  basis  with  a  replace- 
ment allowance  would  total  $1,636  billion,  which  is  almost  $400 
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million  more  than  what  the  bill  last  year  proposed — understand- 
able, because  ours  includes  a  replacement  allowance. 

I  would  end  by  pointing  out  that  our  proposal  is  not  a  budget- 
cutting  exercise.  If  the  administration  wanted  to  use  public  housing 
as  a  vehicle  for  cutting  deficits,  we  could  continue  what  we  have 
been  working  with  the  Congress  and  the  housing  authorities  to  do 
over  the  last  2  years,  which  is  to  try  and  take  the  existing  system 
and  modify  it  so  that  we  can  come  up  with  cost-effective  ways  of 
managing  public  housing. 

We  don't  think  that  public  housing  will  benefit  any  further  from 
that  kind  of  tinkering.  We  believe  that  what  is  needed  is  a  whole 
new  approach  to  the  funding  of  public  housing,  one  that  is  based 
on  a  predictable  system  that  gives  the  proper  incentives  for  man- 
agement and  that  will  improve  the  life  and  living  conditions  of  the 
tenants  in  public  housing. 

Thank  you,  Mr.  Chairman. 

[The  complete  statement  follows:] 
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STATEMENT  OF 

PHILIP  ABRAMS 

ASSISTANT  SECRETARY  FOR  HOUSING  - 

FEDERAL  HOUSING  COMMISSIONER 

Mr.  Chairman,  I  am  pleased  to  appear  before  the  Subcommittee  to  discuss 

the  Administration's  proposed  reforms  In  the  way  that  Federal  assistance  Is 

provided  for  public  housing  operating  cost  and  modernization  needs.  Just 

yesterday,  Secretary  Pierce  gave  you  an  overview  of  the  full  legislative  program 

for  Fiscal  Year  1984.  My  purpose  today  is  to  expand  upon  the  Secretary's 

remarks  in  this  one  area  —  to  give  you  more  information  on  the  problems  with 

the  present  funding  system,  to  describe  how  the  new  system  would  work,  and  to 

indicate  how  public  housing  agencies  and  their  tenants  would  be  affected  by 

the  new  system. 

The  purpose  of  our  proposed  reforms  1s  to  establish  an  objective  standard 
for  determining  the  annual  amount  of  Federal  subsidy  required  by  each  PHA,  and 
to  provide  PHAs  with  greater  managerial  flexibility  and  control  in  using  the  Federal 
subsidy  to  operate  their  public  housing  programs. 

The  need  for  major  reforms  in  our  approach  to  financing  the  ongoing  costs 
of  public  housing  operation  has  become  evident  in  recent  years,  as  both  the 
level  of  subsidy  costs  and  the  amount  of  Federal  control  have  increased 
dramatically.  Both  the  Congress  and  the  President's  Commission  on  Housing 
have  called  for  changes  in  the  funding  system.   In  the  Housing  and  Community 
Development  Amendments  of  1981,  the  Secretary  of  HUD  was  directed  to  review 
the  present  operating  subsidy  formula,  including  "alternative  methods  for 
distributing  operating  subsidies  which  provide  incentives  for  efficient  manage- 
ment, full  rent  collection,  and  improved  maintenance  of  projects  ..."  In  response 
to  this  directive.  Secretary  Pierce  sent  a  report  to  the  Congress  in  May  1982 
entitled  "Alternative  Operating  Subsidy  Systems  for  the  Public  Housing  Program." 
The  proposal  I  will  describe  to  you  today  is  based  on  the  findings  and  conclusions 
of  that  report. 
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THE  PRESENT  FUNDING  SYSTEM 


Before  describing  our  proposals,  I  want  to  briefly  review  how  the  public 
housing  program  is  now  funded,  and  what  the  problems  are  with  the  present  system. 

Funds  to  construct  and  modernize  public  housing  projects  and  to  pay  the 
related  debt  are  provided  to  PHAs  by  the  Federal  Government  in  accordance 
with  the  terms  of  an  Annual  Contributions  Contract.  The  ACC  payments  can  be 
thought  of  as  mortgage  payments  that  are  made  by  HUD  on  behalf  of  the  PHA. 
After  the  debt  is  paid,  the  PHA  owns  the  project. 

PHAs  meet  their  day-to-day  operating  expenses  from  tenant  rents,  and, 
where  these  are  not  sufficient,  from  Federal  operating  subsidies.  Since  1975, 
the  Department  has  funded  operating  subsidies  in  accordance  with  a  Performance 
Funding  System,  or  PFS,  based  almost  entirely  on  historical  spending  levels, 
and  not  subject  to  any  external  standards.  A  separate  modernization  program 
provides  funds  for  deferred  maintenance,  major  repairs,  replacements  and  other 
capital  improvements.  The  capital  improvements  in  many  instances  have  proven 
to  be  excessive.  The  modernization  program  is  discretionary  --  that  is,  PHAs 
receive  these  funds  from  HUD  on  the  basis  of  a  lengthy  process  involving  applica- 
tions demonstrating  need.  We  are  currently  implementing  regulatory  changes  to 
target  these  funds  to  rectify  substandard  vacant  and  energy  inefficient  units. 
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There  are  several  fundamental  problems  with  the  current  PFS  approach 
and  the  discretionary  modernization  program: 

"  As  I  have  already  noted,  operating  subsidies  are  based  entirely  on 
historical  data  on  PHA  spending  levels,  and  there  is  no  objective 
external  standard  used  to  evaluate  spending  needs.  PHAs  that  get 
higher  subsidies  incur  higher  costs,  and  there  is  little  incentive 
to  improve  project  management  and  reduce  costs. 

*  Utilities  are  subsidized  on  the  basis  of  actual  costs.  Here  again, 
there  are  not  adequate  incentives  to  reduce  utility  costs,  which  are 
generally  much  higher  than  in  the  private  market. 

°     While  the  modernization  program  has  helped  many  PHAs  in  carrying  out 

long-overdue  repairs  and  the  replacement  of  obsolete  equipment,  the 

uncertain  funding  and  the  complex  and  time-consuming  nature  of  the 
program  discourage  efficient  use  of  Federal  funds. 

°  The  artificial  separation  of  routine  maintenance  and  repairs  from 
modernization  activities  prevents  PHAs  from  making  cost-effective 
tradeoffs  between  maintenance  and  capital  improvements. 

As  a  consequence  of  these  problems,  operating  subsidies  have  grown  from 
$28.3  million  in  Fiscal  Year  1970  to  $1.3  billion  in  Fiscal  Year  1983.   In 
addition,  the  modernization  program  in  recent  years  has  been  funded  at  a 
level  of  $1.5  to  $1.8  billion  in  budget  authority  each  year,  and  $2,589  billion 
has  been  appropriated  for  this  program  in  Fiscal  Year  1983.  Despite  these 
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major  Infusions  of  Federal  assistance,  It  Is  clear  that  the  PFS  formula  and  the 
procedures  for  public  housing  modernization  are  not  fulfilling  the  expectations 
for  these  programs  as  spelled  out  In  the  United  States  Housing  Act  of  1937. 

PROPOSAL  FOR  PUBLIC  HOUSING  REFORM 

The  Administration's  proposal  would  revise  the  present  system  of  subsidizing 
operating  costs  and  funding  public  housing  modernization.  Under  the  proposal, 
the  amount  paid  to  each  PHA  would  be  based  upon  the  Fair  Market  Rents  for  the 
particular  market  area,  which  are  the  private  market  rents  used  by  HUD  in 
providing  assistance  under  the  Section  8  Existing  program.  Fair  Market  Rents 
would  be  set  at  the  40th  percentile  of  rents  for  all  existing  units  in  the 
market  area  which  meet  the  Section  8  Housing  Quality  Standards,  except  those 
built  in  the  last  two  years. 

The  FMR  approach  provides  an  objective  standard  against  which  the  costs 
of  operating  and  maintaining  public  housing  can  be  measured  by  HUD,  the  PHA, 
tenants,  and  the  Congress.  It  is  a  standard  which  recognizes  inflation  in  the 
costs  of  housing  maintenance  and  operation  over  time,  but  will  not  be  undermined 
by  inefficient  management  practices.  Although  the  Department  has  the  authority 
to  implement  the  new  funding  system  under  the  current  law,  we  are  proposing 
that  the  FMR  formula  be  incorporated  into  the  statute,  in  order  to  assure  that 
the  agreed  upon  parameters  will  be  stable  and  that  future  funding  will  be 
predictable. 

The  funding  formula,  which  provides  for  a  single  payment  for  both 
operating  costs  and  a  replacement  allowance,  would  be  calculated  in  the 
following  manner.  Each  PHA  would  receive  the  sum  of  the  FMRs  for  the  number 
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of  occupied,  standard  quality  units  of  each  size  in  its  Inventory,  minus 
projected  tenant  rents,  and  minus  debt  service  reimbursements  received  by 
the  PHA  from  HUD  under  Annual  Contributions  Contracts.     The  debt  service 
deduction  for  each  unit  would  be  limited  to  20  percent  of  the  FH^,  In  order 
to  ensure  that  PHAs  do  not  lose  new  buildings  from  the  stock  and  they  have 
as  much  income  available  for  expenses  other  than  debt  service  as  private 
owners  of  older  rental   housing.     Where  tenants  pay  their  own  utilities, 
an  amount  for  tenant  utilities   is  also  subtracted.       Vacant  or  substandard 
public  housing  units  would  not  be  eligible  for  subsidy  under  the  FMR  formula. 

FMRs  for  high-rise  family  projects   (those  with  six  or  more  stories) 
would  be  set  at  118  percent  of  regular  FMRs;  this  procedure  adjusts  for  the 
costs  associated  with  these  units,  as  high-rise  family  units  are  not  typically 
found  in  the  private  market  and  they  do  present  unique  operating  costs.     In 
addition,  the  Department   is  considering  other  possible  adjustments  to  assure 
the  adequacy  of  the  FMRs. 

For  each  PHA,  the  amount  of  subsidy  determined  in  accordance  with  this 
FMR  approach  would  be  compared  with  the  amount  the  PHA  would  receive  under 
the  current   PFS  formula,   plus  a   replacement  allowance  calculated  at  20  percent 
of  the  current  non-utilities  operating  costs.     For  many  PHAs,  this  comparison 
would  provide  the  PHA  with  a   "windfall"  due  to  the  prior  Federal    payment   for 
physical   plant--that   is,  more  subsidy  under  the  FMR   formula  than  under  the 
PFS   formula  plus  the   replacement   allowance.     Where  this   occurs,   the  PHA's 
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subsidy  would  be  based  upon  the  lower  (PFS-based)  amount  In  1984.     In  1985  and 
subsequent  years,  these  PHAs  would  receive  funding  based  on  their  1984  level, 
plus  an  annual   adjustment  which  reflects  the  extent  to  which  FMRs  have  Increased. 
For  other  PHAs,  the  FMR  formula  would  give  the  lower  amount,  and  In  these 
cases,  the  PHA's  subsidy  would  be  based  upon  the  FMR  calculation.       These 
PHA's  are  referred  to  as  "market  rent"  PHA's. 

PHAs  will   be  classified  as  "transition  PHAs"  if  their  FMR-based  subsidy 
would  be  less  than  the  subsidy  available  to  them  under  the  PFS  formula  plus 
the  replacement  allowance.     PHAs  could  experience  such  a  reduction  in  subsidy 
because  the  new  system  will   not  pay  for  vacant  or  substandard  units,  or  because 
some  PHAs  have  subsidy  levels  under  the  PFS  plus  replacement  allowance  for 
occupied,  standard  units  that  exceed  the  FMR  formula.     Transition  PHAs  would 
receive  at  least  95  percent  of  the  total   operating  funds  that  would  have  been 
available  to  them  in  1984  under  the  PFS  formula  plus  the  replacement  allowance. 
This  transition  funding  level  would  be  phased  down  in  1985  and  subsequent 
years  until  the  PHA's  market  rent  subsidy  level    is  reached. 

We  are  also  proposing  a  total    of  $3.45  billion   in  budget  authority  for 
a  transition  modernization  program  over  the  next   four  years,   including   $1.4 
billion  in  Fiscal   Year  1984.     These  modernization  funds  would  permit  the 
transition  PHAs  to  bring  their  public  housing  stock  up  to  standard  condition 
and  make  energy-saving  capital   improvements.     This  procedure  will   help  to 
reduce  utility  and  maintenance  costs  for  these  PHAs  so  that  they  can  operate 
successfully  under  the  new  funding  system. 


304 


I  want  to  stress  that  a  key  element  1n  our  proposal  Is  to  replace  the 
present  modernization  program  with  the  replacement  allowance,  which  would  be 
part  of  the  new  subsidy  level  paid  to  PHAs.  Because  the  replacement  allowance 
would  be  under  the  PHA's  control  and  not  subject  to  shifting  Federal  priorities, 
PHAs  will  be  able  to  plan  for  the  most  efficient  use  of  their  resources  to 
carry  out  a  total  program  of  project  maintenance  and  continuing  capital 
improvements. 

IMPACT  ON  PHAs  AND  TENANTS 


Under  the  Fair  Market  Rent  system  we  are  proposing,  the  amount  of  subsidy 
received  by  any  PHA  would  depend  on  whether  its  operating  cost  levels  are 
greater  or  less  than  the  operating  costs  of  private  rental  units  in  the  same 
market  area.  In  order  to  estimate  budget  needs  and  to  determine  the  impact 
of  the  new  system,  HUD  has  evaluated  data  from  a  sample  of  the  1,200  PHAs 
with  100  or  more  units.  Based  on  this  sample,  about  91  percent  of  these 
PHAs  (with  approximately  675,000  units)  would  receive  the  same  subsidy  as 
under  the  PFS  formula,  but  in  addition,  they  would  receive  a  guaranteed 
replacement  allowance  to  assist  them  in  meeting  future  repair  and  replace- 
ment needs.  In  addition,  there  are  over  1,600  very  small  PHAs  (those  with 
less  than  100  units),  and  it  is  expected  that  virtually  all  of  them  would  be 
capped  at  the  PFS  level  plus  the  replacement  allowance.  Another  two  percent 
of  the  1,200  PHAs  (with  30,000  pnits)  would  receive  the  FMR-based  subsidy 
from  the  outset. 
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The  remaining  seven  percent  of  the  PHAs  (with  about  285,000  units)  will 
receive  reduced  subsidies  because  their  1984  PFS  plus  replacement  illowance 
Is  larger  than  the  FMR  calculation.  These  PHAs  are  assured  that.  In  1984, 
they  will  receive  at  least  95  percent  of  the  total  operating  funds  that 
would  have  been  available  to  them  using  PFS  formula  plus  the  replacement 
allowance.  These  transition  PHAs  will  continue  to  phase-down  in  subsequent 
years  until  their  subsidy  is  at  the  FMR  level. 

Some  PHAs  will  be  able  to  improve  their  operations  by  removing  units 
which  cannot  be  rehabilitated  in  a  cost-effective  manner.  At  this  time,  we 
expect  that  some  100,000  units  where  affordable  low-income  housing  is  available 
in  the  community  will  be  eliminated  from  the  public  housing  inventory,  either 
through  sale  or  demolition,  over  the  next  few  years.  I  think  it  is  important 
to  stress  that  the  removal  of  these  units  from  the  inventory  is  not  a  result 
of  the  new  funding  system,  but  would  occur  under  any  operating  subsidy  system. 

I  believe  that  this  new  funding  system  would  benefit  public  housing 
tenants,  because  it  is  a  system  which  rewards  efficiency  and  effectiveness 
in  project  management  and  results  in  improved  living  conditions  for  the 
tenants.  In  addition,  replacing  the  current  modernization  program  with  a 
replacement  allowance  means  that  all  decisions  on  the  use  of  these  funds 
for  repairs  and  replacements  can  be  made  expeditiously  at  the  local  level, 
where  tenants  can  voice  their  opinions  on  what  work  items  are  needed. 

During  the  early  years  of  the  new  funding  system,  we  will  spend  signifi- 
cantly more  for  operating  subsidies  to  public  housing  than  we  would  have 
spent  under  the  PFS.  This  increased  funding  level  represents  a  significant 
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conmltment  to  the  program.  Because  the  system  encourages  better  PHA  management 
and  permits  more  effective  use  of  available  resources.  Federal  savings  will  occur 
In  the  out-years. 

In  sunmary,  we  believe  our  proposed  changes  In  the  funding  of  both 
operating  and  capital  costs  of  public  housing  will  establish  reasonable  and 
objectively  measurable  bases  for  future  funding,  create  stability  in  resource 
levels,  permit  greater  flexibility  in  PHA  planning  and  budgeting,  and 
strengthen  the  program. 

Mr.  Chairman,  this  concludes  my  prepared  remarks. 

Senator  Tower.  Thank  you,  Mr.  Abrams. 
Mr.  Struyk. 

RAY  STRUYK,  SENIOR  RESEARCH  ASSOCIATE,  THE  URBAN 
INSTITUTE,  WASHINGTON,  D.C. 

Mr.  Struyk.  Thank  you.  As  part  of  the  committee's  invitation  for 
me  to  testify  today  was  a  request  that  I  concentrate  on  two  areas — 
the  specifics  of  administration's  FMR  system  for  public  housing 
and  possible  ways  to  improve  the  existing  performance  funding 
system. 

In  the  following,  I  will  briefly  discuss  these  two  areas;  first,  the 
administration's  proposal. 

At  the  outset,  let  me  say  that  in  principle  I  think  the  FMR 
system  is  superior  to  the  present  one.  However,  the  details  of  an 
FMR  system  are  critical  to  its  successful  implementation. 

The  administration's  proposal  has  several  serious  defects  that 
must  be  remedied  before  the  FMR  system  should  be  considered  as  a 
replacement  for  the  PFS. 

I  believe  that  the  FMR  level  proposed  is  incorrect.  The  central 
idea  behind  the  FMR  system  is  that  authorities  should  be  able  to 
provide  housing  at  the  same  cost  as  their  private  market  counter- 
parts. 

Specifically,  this  implies  that  the  rents  used  as  the  standard  in 
the  section  8  existing  program  should  be  applicable  to  public  hous- 
ing. Unfortunately,  I  believe  that  the  40th  percentile  FMR's  are  too 
low  for  the  section  8  program  to  achieve  its  basic  objective  of  induc- 
ing households  living  in  deficient  dwellings  to  arrange  with  their 
landlords  for  improvements  or  to  move  to  better  housing. 

Thus,  the  section  8  FMR  should  be  raised.  I  believe  that  this 
higher  standard  will  be  appropriate  for  public  housing. 

The  "no  winners"  provision  is  wrong.  The  administration's  pro- 
posal limits  payments  to  any  PHA  under  the  FMR  system  to  the 
amount  received  under  PFS  plus  a  replacement  reserve.  In  effect, 
no  authority  can  receive  more  under  the  FMR  system  than  under 
PFS. 
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This  feature  appears  to  be,  frankly,  an  expedient  to  hold  down 
system  cost.  Several  groups  of  PHAs  certainly  deserve  higher  pay- 
ments—those whose  PFS  base  year  levels  were  underestimated, 
those  who  have  been  undercompensated  for  inflation  over  the 
years,  and  those  whose  utility  bills  embodied  in  the  PFS  compari- 
son are  low  because  they  have  been  successful  in  controlling  con- 
sumption. 

Still,  massive  increases  over  PFS  amounts  are  mappropriate,  and 
they  should  not  be  needed.  A  limit  on  the  increase  in  total  funds 
available  to  authorities  of  20  to  30  percent  would  seem  to  be  in  the 
correct  order  of  magnitude. 

There  are  also  problems  with  the  replacement  allowance  propos- 
al. For  those  authorities  whose  funding  under  the  FMR  system 
would  exceed  that  under  PFS,  the  replacement  allowance  is  a  key 
factor  in  determining  the  payment  under  the  FMR  system. 

HUD  proposes  setting  it  at  20  percent  of  the  nonutilities  operat- 
ing expenses,  based  on  a  recently  completed  study  of  private  re- 
placement expenditures. 

A  couple  of  observations  are  pertinent  here.  First,  a  minimum 
dollar  amount  of  funding  should  be  established.  Presently,  some 
PHA's  would  receive  less  than  $15  per  unit  a  month,  or  $180  per 
unit  a  year,  to  fund  all  improvements  and  replacements  after  the 
transition. 

Second,  the  20-percent  figure  does  not  have  a  strong  analytical 
base.  It  comes  from  a  single  year's  observation  for  300  FHA-insured 
projects,  and  since  few  of  these  projects  were  refinanced  in  that 
year  the  amount  of  improvement  occurring  with  refinancing  is  not 
clear.  Moreover,  there  is  a  great  deal  of  variation  around  the  20- 
percent  figure  among  these  300  projects,  indicating  that  the  figure 
itself  is  not  very  reliable. 

Here  in  this  uncertainty  HUD  should  give  the  benefit  of  the 
doubt  to  the  authorities  and  raise  the  replacement  reserve  figure. 
Finally,  one  must  ask  what  is  the  transition  modernization  pro- 
gram that  the  administration  has  in  mind.  The  idea  that  authori- 
ties should  be  placed  on  a  level  playing  field  by  eliminating  the 
backlog  of  modernization  requirements  has  wide  endorsement,  and 
it  is  an  integral  part  of  the  FMR  system. 

Naturally,  the  details  of  the  program  must  be  known  to  evaluate 
it.  Unfortunately,  until  this  presentation  today,  the  administration 
had  been  unwilling  to  explain  exactly  which  standards  it  had  in 
mind. 

Moreover,  there  are  still  some  questions  here  about,  for  example, 
what  is  the  level  of  energy  retrofit  that  they  have  in  mind?  Is  there 
a  5-year  payback  period,  a  5-year,  a  10-year?  All  these  different 
standards  are  floating  around. 

The  funding  levels,  the  $3.8  billion  that  has  been  proposed,  looks 
to  me  to  be  too  low  to  pay  for  a  basic  program  involving  weatheri- 
zation  investments  with  a  5-year  cost  recovery  period  plus  general 
improvements  to  bring  projects  up  to  most  of  the  criteria  in  the 
minimum  property  standards. 

The  FMR  system  should  not  be  accepted  without  a  realistic  tran- 
sition modernization  program. 

Now,  let  me  address  the  upgrading  of  the  performance  funding 
system.  The  PFS  has  been  justly  criticized  for  technical  flaws,  ad- 
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ministrative  complexity,  and  embodying  weak  incentives  for  good 
management.  However,  if  an  FMR  system  is  not  adopted,  much 
could  be  done  to  improve  the  PFS. 

The  first  area  is  improved  administration.  There  are  three  clear 
targets  here. 

First,  introduce  ex  post  reconciliation  of  inflation  adjustments. 
We  have  known  for  several  years  that  there  are  large  errors  in  the 
predicted  inflation  factors  provided  by  HUD  to  the  PHAs. 

In  addition,  the  errors  tend  to  be  systematic  so  that  some  au- 
thorities are  consistently  over-  or  underfunded.  This  clearly  leads 
to  cumulative  inequities  among  authorities. 

This  problem  can  be  solved  by  making  adjustments  after  the  fact 
for  actual  inflation  rates. 

Second,  improve  the  ability  to  adjust  for  changes  in  operating 
conditions.  Authorities  should  be  given  the  opportunity  on  a  3-year 
cycle  to  present  evidence  in  a  predefined  set  of  areas  that  their  op- 
erating conditions  have  changed  so  as  to  make  operations  more  ex- 
pensive. 

A  panel  of  senior  public  housing  program  officials  would  consider 
the  evidence  and  make  the  determination.  This  process  would 
allow  us  to  rid  ourselves  finally  of  the  problems  of  poor  base  year 
data  and  inappropriate  inflation  adjustments  in  the  past. 

Third,  simplify  the  system.  Start  by  dropping  the  so-called  delta 
adjustment  but  look  for  other  areas  as  well. 

The  second  area  of  concern  is  the  modernization  program.  The 
most  profound  weakness  in  the  PFS  is  the  lack  of  linkage  between 
current  operating  expenditures  and  modernization;  likewise,  the 
actual  allocation  of  mod  funds.  There  is  an  administrative  night- 
mare of  restrictive  regulations,  grantsmanship,  and  area  office  pre- 
dilections. 

Adopt  the  transition  modernization  program  for  the  FMR  system 
that  will  erase  the  backlog  of  work  to  be  done  and  in  future  years 
allocate  modernization  funds  to  authorities  on  a  formula  basis. 

The  third  area  is  to  build  selective  management  incentives  into 
the  funding  formula  itself.  The  PFS  formula  can  easily  accept  the 
addition  of  incentives  to  improve  performance. 

In  determining  which  ones  to  include,  the  rule  should  be  to  con- 
sider only  those  for  which  there  is  an  objective  standard  against 
which  to  measure  performance.  Monitoring  performance  is  practi- 
cal, and  performance  is  relatively  little  affected  by  the  operating 
environment. 

Candidates  that  I  have  examined  which  meet  these  criteria  in- 
clude increasing  sources  of  revenue,  better  checking  on  tenant  in- 
comes, and  the  use  of  project-based  budgeting. 

Beyond  these  changes,  one  other  should  be  pursued.  Badly  dis- 
tressed authorities  must  be  helped  to  get  back  on  track.  Singling 
out  two  or  three  PHAs  each  year  for  major  constructive  interven- 
tion is  probably  required  and  feasible. 

Selection  of  these  authorities  must  be  carefully  made  and,  more 
importantly,  the  comprehensive  interventions  done  in  a  positive 
and  sensitive  way  so  that  valuable  staff  present  in  the  authority 
are  not  demoralized  and  depart  the  scene  altogether. 

In  closing,  I  want  to  emphasize  my  belief  that  a  properly  fash- 
ioned FMR  system  is  superior  to  any  system  that  treats  public 


309 

housing  in  complete  isolation  from  the  experience  of  publicly  man- 
aged housing. 

Ultimately,  under  a  PFS  or  similar  system  there  is  no  check  with 
reality.  This  is  neither  healthy  for  the  PHA's,  nor  does  it  permit 
rational  decisions  about  program  funding  levels,  which  projects  to 
retire,  or  other  fundamental  questions. 

I  hope  the  flaws  in  the  administration  proposal  can  be  overcome 
and  that  an  FMR  system  can  be  adopted.  If  this  is  not  possible,  up- 
grading the  PFS  is  certainly  in  order. 

[The  complete  statement  follows:] 


310 


Testimony  of 
Raymond  J.  Struyk 


As  part  of  the  Committee's  invitation  to  me  to  testify  today  was 
the  request  that  I  concentrate  on  two  areas:   the  specifics  of  the 
administration's  FMR-system  proposal  for  public  housing  and  possible 
ways  to  improve  the  existing  Performance  Funding  System  (PFS).   In  the 
following,  I  briefly  address  these  two  areas,  assuming  that  the 
Committee  has  a  working  knowledge  of  the  FMR-system  proposal  and  the 
PFS. 

The  Administration's  Proposal 

At  the  outset  let  me  say  that  in  principle  I  think  the  FMR  system 
is  superior  to  the  present  system.   However,  the  details  of  an  FMR 
system  are  critical  to  its  successful  implementation.   The  administra- 
tion's proposal  has  several  defects  that  must  be  remedied  before  the  FMR 
system  should  be  considered  as  replacement  for  the  PFS. 

The  FMR  level  is  incorrect 

The  central  idea  behind  the  FMR  system  is  that  authorities  should 
be  able  to  provide  housing  at  the  same  cost  as  their  private  market 
counterparts.   Specifically,  this  implies  that  the  rents  used  as  the 
standard  in  the  Section  8  Existing  program  should  be  applicable  to 
public  housing.   Unfortunately,  I  believe  that  40th  percentile  FMRs 
(when  combined  with  the  changes  in  tenant  contributions  enacted  in  1981) 
are  too  low  for  the  Section  8  program  to  achieve  its  basic  objective  of 
inducing  households  living  in  deficient  dwellings  to  arrange  with  their 
landlords  for  Improvements  or  to  move  to  better  housing.   Thus,  the 


1.   The  arguments  sketched  here  are  discussed  much  more  completely 
in  R.  Struyk,  Reforming  Public  Housing:   An  Early  Analysis  of  the 
Administration's  1983  Proposal  (Washington,  D.C.:   The  Urban  Institute, 
Project  Report  3115-14-1,  1983). 

♦Mr.  Struyk  is  a  Senior  Research  Associate  at  The  Urban  Institute. 
Preparation  of  this  testimony  was  supported  by  a  grant  from  the  Aetna 
Life  and  Casualty  Foundation.   The  views  expressed  are  his  own  and  not 
necessarily  those  of  the  foundation  or  The  Urban  Institute. 
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Section  8  FMR  should  be  raised.   I  believe  that  this  higher  standard 
would  be  appropriate  for  public  housing. 

No  winners  is  wrong 

The  administration's  proposal  limits  payments  to  any  PHA  under  the 
FMR  system  to  the  amount  received  under  PFS  plus  a  replacement 
reserve.   In  effect,  no  PHA  can  receive  more  under  the  FMR  system  than 
under  PFS  with  the  modernization  program.   This  feature  appears  to  be  a 
frankly  expedient  way  to  hold  down  system  cost.   Several  groups  of  PHAs 
certainly  deserve  to  receive  higher  payments:   those  whose  PFS  base  year 
level  was  underestimated,  those  who  have  been  under-compensated  for 
inflation  over  the  years,  and  those  whose  utility  bills  embodied  in  the 
PFS  comparison  are  low  because  they  have  been  successful  in  controlling 
consumption.   Still,  massive  increases  over  PFS  amounts  are  inappropri- 
ate, and  they  should  not  be  needed.   A  limit  on  the  increase  in  total 
funds  available  for  PHAs  to  spend  (not  subsidies)  of  20-30  percent  would 
seem  correct. 

Problems  with  the  replacement  allowance 

For  those  authorities  whose  funding  under  the  FMR  system  would 
exceed  that  under  PFS,  the  replacement  allowance  is  the  key  factor  in 
determining  the  payment  under  the  FMR  system.   HUD  proposes  setting  it 
at  20  percent  of  nonutilities  operating  expenses,  based  on  a  recently 
completed  study  of  private  replacement  expenditures.   A  couple  of 
observations  are  pertinent  here.   First,  a  minimum  dollar  amount  of 
funding  should  be  established;  presently  some  PHAs  would  receive  less 
than  $15  per  unit  monthly  or  $180  per  unit  yearly  to  fund  all 
improvements  and  replacements  after  the  transition.   Second,  the  20 
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percent  figure  does  not  have  a  strong  analytical  base.   It  comes  from  a 
single  year's  observation  for  300  FHA-insured  projects;  and,  since  few 
of  these  projects  were  refinanced  in  that  year,  the  amount  of  improve- 
ment occurring  with  refinancing  is  unclear.   Moreover,  there  is  a  great 
deal  of  variation  around  the  20  percent  figure,  indicating  that  this 
figure  is  not  very  reliable.   Given  this  uncertainty,  HUD  should  give 
the  benefit  of  the  doubt  to  the  PHAs  and  raise  the  replacement  reserve 
figure.   (One  standard  deviation  would  be  a  reasonable  starting 
point.)   The  department  should  also  develop  a  more  precise  estimate  of 
this  factor. 

What  is  the  Transition  Modernization  Program 

The  idea  that  authorities  should  be  placed  on  a  "level  playing 
field"  by  eliminating  the  backlog  of  modernization  requirements  has  wide 
endorsement,  and  is  an  integral  part  of  the  FMR-system.   Naturally,  the 
details  of  the  program  must  be  known  to  evaluate  it.   Unfortunately,  the 
administration  has  been  unwilling  to  explain  exactly  which  standards  the 
$3.8  billion  in  funds  for  the  FY1984-88  period  embodies.   The  funding 
level  looks  to  me  too  low  to  pay  for  a  basic  program  involving 
weatherization  investments  with  a  five-year  cost  recovery  period  plus 
general  improvements  to  bring  projects  up  to  most  criteria  in  the 
minimum  property  standards.   The  FMR  system  should  not  be  accepted 
without  a  realistic  transition  modernization  program,  that  is  one  with 
adequate  funding  which  gives  authorities  the  maximum  latitude  in 
allocating  their  funds. 

Upgrading  the  Performance  Funding- System 

The  PFS  has  been  justly  criticized  for  technical  flaws, 
administrative  complexity,  and  embodying  weak  incentives  for  good 
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management.   However,  if  an  FMR  system  is  not  adopted,  much  could  be 
done  to  improve  the  PFS,  a  good  deal  of  it  immediately.   Still,  some 
fundamental  long-term  work  will  be  necessary  if  the  PFS  is  to  remain  the 
system  for  allocating  operating  subsidies,  and  it  will  probably  never  be 
ideal.   Let  me  now  list  the  changes  that  could  be  made. 

Improved  administration 

There  are  three  clear  targets  for  improving  the  PFS  as  it  is 
presently  constituted.   First,  introduce  ex  post  reconciliation  of 
inflation  adjustments.   We  have  known  for  several  years  that  there  are 
large  errors  in  the  predicted  inflation  factors  provided  by  HUD  to  the 
PHAs.   In  addition,  the  errors  tend  to  be  systematic  so  that  some 
authorities  are  consistently  over  or  under  funded.   This  clearly  leads 
to  cumulative  inequities  among  authorities.   This  problem  can  be  solved 
by  making  adjustments  after  the  fact  for  actual  inflation  rates. 
Second,  improve  the  ability  to  adjust  for  changes  in  operating 
conditions.   Authorities  should  be  given  the  opportunity  on  a  three-year 
cycle  to  present  evidence  in  a  predefined  set  of  areas  that  their 
operating  conditions  (exclusive  of  utilities)  have  changed  so  as  to  make 
operations  more  expensive.   A  panel  of  senior  public  housing  program 
officials  would  consider  the  evidence  and  make  the  determination.   This 
process  would  allow  us  to  rid  ourselves  finally  of  the  problems  of  poor 
base  year  data  and  inappropriate  inflation  adjustments  in  the  past. 
Third,  simplify  the  system;  start  by  dropping  the  so-called  "delta 
adjustment"  but  look  for  other  areas  as  well. 

Convert  the  modernization  program  to  a  formula  allocation 

The  most  profound  weakness  of  the  PFS  is  the  lack  of  linkage 
between  current  operating  expenditures  and  modernization.   Likewise, 
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the  actual  allocation  of  mod  funds  is  an  administrative  nightmare  of 
restrictive  regulations,  grantsmanship,  and  area  office  predilections. 
Adopt  the  transition  modernization  program  from  the  FMR  system  that  will 
erase  the  back-log  of  work  to  be  done  and  in  future  years  allocate 
modernization  funds  to  authorities  on  a  formula  basis. 

Build  selective  management  incentives  into  the  funding  formula 
The  PFS  formula  can  easily  accept  the  addition  of  incentives  to 
improve  performance.^   In  determining  which  ones  to  include,  the  rule 
should  be  to  consider  only  those  for  which  (a)  there  is  an  objective 
standard  against  which  to  measure  performance,  (b)  monitoring 
performance  is  practical,  and  (c)  performance  is  relatively  little 
affected  by  the  operating  environment.   Candidates  I  have  examined  that 
meet  these  criteria  include  increasing  sources  of  revenue,  better 
checking  of  tenant  incomes,  and  use  of  project  based  budgeting. 
Beyond  these  changes  two  others  should  be  pursued.   Badly 
distressed  authorities  must  be  helped  to  get  back  on  track.   Singling 
out  two  or  three  PHAs  each  year  for  major  constructive  intervention  is 
probably  required  and  feasible.   Selection  of  these  authorites  must  be 
carefully  made;  and,  more  importantly,  the  comprehensive  interventions 
done  in  a  positive  and  sensitive  way  so  that  valuable  staff  are  not 
demoralized  by  the  process.   The  ideas  in  last  year's  Senate  Housing 
Bill  (S.2607)  in  this  area  deserve  further  consideration. 


1.   These  possibilities  are  detailed  in  Chapter  4  of  R.  Struyk  and 
T.  Thibodeau,  Options  for  Funding  Public  Housing:   Vouchers,  the  Fair 
Market  Rent  System,  Upgrading  Performance  Funding  (Washington,  D.C.: 
The  Urban  Institute,  Project  Report  3084-1,  1982). 
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Finally,  If  the  PFS  is  to  continue  in  use,  HUD  must  develop 
comprehensive  data  on  PHA  operations.   Currently,  there  are  dramatic 
differences  between  authorities  in  the  amount  of  local  support  received 
— including  CDBG  funds  and,  more  importantly,  in-kind  services  such  as 
police  protection,  and  garbage  collection.   These  are  ignored  in 
considering  the  relationship  between  performance  and  the  cost  of 
operations.   Hence,  it  is  impossible  to  know  which  PHAs  are  really 
running  efficiently,  and  there  is  an  urgent  need  for  a  stronger 
information  base  covering  at  least  a  sample  of  authorities. 

Final  Comment 


In  closing  I  want  to  emphasize  my  belief  that  a  properly  fashioned 
FMR  system  is  superior  to  any  system  that  treats  public  housing  in 
complete  isolation  from  the  experience  of  privately  managed  housing. 
Ultimately,  under  a  PFS  or  similar  system  there  is  no  check  with 
reality.   This  is  neither  healthy  for  the  PHAs  nor  does  it  permit 
rational  decisions  about  the  program  funding  levels,  which  projects  to 
retire,  or  other  fundamental  questions.   I  am  hopeful  that  the  flaws  in 
the  administration's  proposal  can  be  overcome  and  that  an  FMR-based 
system  can  be  adopted.   If  this  is  not  possible,  upgrading  the  PFS  is 
certainly  in  order. 
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Senator  Tower.  Mr.  Maffin? 

ROBERT  MAFFIN,  EXECUTIVE  DIRECTOR,  NATIONAL  ASSOCI- 
ATION OF  HOUSING  AND  REDEVELOPMENT  OFFICIALS,  WASH- 
INGTON, D.C. 

Mr.  Maffin.  I'd  like  to  thank  you  and  all  the  members  of  the 
subcommittee  for  allowing  me  to  testify  today.  Since  NAHRO  is 
concerned  with  public  housing  operations  and  production,  neigh- 
borhood revitalization  and  urban  reinvestment  we  would  like  to 
submit  additional  material,  Mr.  Chairman. 

Senator  Tower.  Anything  additional  you'd  like  to  submit  will  be 
included  in  the  record. 

Mr.  Maffin.  We  applaud  HUD's  efforts  to  simplify  the  adminis- 
tration of  the  operating  assistance  program  to  provide  predictablity 
in  funding  and  provide  for  flexibility  to  local  authorities  in  admin- 
istering public  housing  programs. 

Having  said  that,  however,  I  want  to  strictly  add  that  NAHRO 
believes  that  the  road  taken  by  the  administration  is  an  inappro- 
priate and  destructive  one. 

First,  NAHRO  supports  a  cost-based  system  of  assistance  to 
public  housing  agencies  as  the  Congress  suggested  in  1974  and  as 
the  current  PFS  system  provides.  It  can  work  effectively  with  the 
modifications  we  propose  in  our  written  testimony. 

Second,  the  FMR  system  proposed  by  the  administration  rests  on 
the  assumption  that  rents  effective  in  the  private  market  are  a 
sound  basis  for  determining  of  operating  subsidy  needs  for  public 
housing. 

The  assumption,  we  believe,  ignores  contrary  and  overwhelming 
evidence.  First,  there  is  virtually  no  private  unassisted  rental  hous- 
ing being  produced  today  except  for  the  very  upper  end  of  the 
market.  Second,  for  the  most  part,  the  private  rental  market  in 
recent  years  has  been  characterized  by  conversion,  abandonment  or 
sale  and  repurchase,  not  for  income  but  for  tax  shelter  purposes. 

Third,  until  the  recent  development  of  additional  tax  incentives, 
neighborhood  revitalization,  property  rehabilitation  and  redevelop- 
ment efforts  by  the  public  sector,  the  private  rental  stock  in  the 
United  States  was  deteriorating  more  rapidly  than  the  housing 
stock  as  a  whole — clear  evidence,  we  believe,  that  the  rent  struc- 
ture and  the  alternative  investment  sources  available  did  not  en- 
courage long-term  ownership,  adequate  maintenance,  and  modern- 
ization, all  of  which  are  not  only  goals  but  requirements  of  public 
housing. 

Finally,  if  the  system,  the  private  rental  market  system  works, 
why  is  it  that  we  are  now  proposing  a  rental  rehabilitation  pro- 
gram to  assist  the  private  sector  in  upgrading  the  rental  housing 
stock? 

Actually,  the  FMR  system  proposed  is  not  really  that.  The  mar- 
ketplace is  being  adjusted.  It  is  being  adjusted  for  high-rise  develop- 
ments, it  is  being  adjusted  for  large  family  units,  it  is  being  adjust- 
ed for  the  winners  and  the  losers  in  the  proposed  transition,  but  we 
don't  know  for  how  long.  It  arbitrarily  assigns  percentages  to  debt 
service  and  replacement  and  modernization. 
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These  planned  adjustments  and  arbitrary  allocations  signal  the 
inappropriateness  and  hurried  character  of  the  proposal.  The  HUD 
proposal  replaces  a  tested,  though  complicated,  system  with  one 
which  is  inapplicable  to  the  public  housing  stock  and  probably 
equally  complicated. 

It  is,  however,  the  basic  assumptions  that  bother  us  the  most. 
First  of  all,  it  is  the  assumption  that  the  current  system  can  be 
changed  by  regulation  alone,  if  need  be.  Clearly,  the  standard  set 
forth  in  the  1974  act  and  the  cost-based  factors  of  the  1974  act  and 
the  legislative  history  do  not  indicate  that  to  us.  Quite  the  con- 
trary. 

Second,  using  the  40th  percentile  has  the  effect  of  lowering  the 
applicable  fair  market  rents  and  thus  assistance  payments,  particu- 
larly when  you  consider  that  recent  movers  and  new  construction 
are  deleted. 

Finally,  lowering  the  standards  and  changing  the  priorities  of 
the  CIAP  program  for  the  short  term  presents  some  problems  for 
us.  For  example,  in  using  the  HQS  standards  it  is  our  understand- 
ing that  recent  updated  data  indicates  that  the  cost  of  fixing  up  ex- 
isting housing  to  meet  the  HQS  standards  of  section  8  existing  is 
around  $485.  Anybody  in  the  rehabilitation  and  modernization 
business  knows  that  there's  precious  little  that  can  be  rehabilitated 
for  $485.  Changing  these  standards,  it  seems  to  us,  for  the  sake  of 
comparability  to  section  8  existing  is  an  inappropriate  solution  for 
public  housing  modernization. 

Unlike  the  section  8,  the  tenant  who  can  move,  the  public  hous- 
ing authority  owns  the  housing,  must  maintain  it  and  must  mod- 
ernize it.  It's  there,  it  has  to  be  upgraded. 

Finally,  there  are  the  dollars.  The  dollars  are  being  reduced  for 
operations  and  modernization.  My  recollection  is  that  Congress  ap- 
propriated last  year  amounts  in  the  neighborhood  of  $3.9  billion  for 
modernization  and  operations  for  public  housing.  The  administra- 
tion is  proposing  for  fiscal  year  1984  in  the  neighborhood  of  $3  bil- 
lion. NAHRO  suggests  the  continuation  of  the  PFS  formula  will  re- 
quire about  1.536  for  operations,  if  you  delete  the  administration's 
recommendation  that  food  stamps  be  counted  as  income  and  2.5  for 
modernization. 

The  administration  suggests  that  the  fact  that  there  will  be  no 
fewer  losers  by  its  proposal  is  an  error.  We  cannot  see  how  you  can 
reduce  the  aggregate  for  operations  and  modernization  by  $800  to 
$900  million  from  one  fiscal  year  to  another,  and  not  have  every- 
one be  a  loser. 

Our  conclusion  is  that  the  proposal  is  driven  by  budget  rather 
than  reality.  The  real  world  of  public  housing  modernization  and 
operation,  the  dollars  required,  does  not  change  by  adminstrative 
fiat. 

Thank  you,  Mr.  Chairman. 

[The  complete  statement  with  additional  material  follows:] 
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Statement  of  Robert  W.  Maffin 

Executive  Director 

National  Association  of  Housing 

and  Redevelopnen t  Officials 

Before  the 
Subcommittee  on  Housing  and  Urban  Affairs 

Committee  on  Banking,  Housing  and  Urban  Affairs 
United  States  Senate 
March  9,  1983 


Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  Robert 
W.  Maffin,  NAHRO ' s  Executive  Director. 

NAHRO,  as  you  know,  is  an  association  of  professionals  who 
administer  low-income  housing,  rehabilitation  and  community 
development  programs  in  localities  all  across  this  country.   We 
have  been  active  as  an  association  for  almost  50  years  and  we 
represent  over  6,000  individuals  and  2,000  agencies  involved 
in  carrying  out  programs  of  housing  and  community  development.   I 
appreciate  the  opportunity  to  appear  before  you  today  to  discuss 
public  housing  issues  and  present  NAHRO ' s  position  on  them. 
We  represent  all  types  and  sizes  of  housing  authorities 
in  all  parts  of  the  country,  and  I  think  our  perspective  will  be 
useful  to  the  Subcommittee.   Because  of  the  range  of  our  concerns  in 
the  housing  and  community  development  fields,  I  would  like  to 
submit,  in  addition  to  this  testimony,  a  statement  setting  forth 
NAHRO ' s  views  on  other  housing  and  community  development  issues 
facing  the  Congress. 


319 


Let  me  state  at  the  outset  that  NAHRO  opposes  the  adoption 
of  a  fair  market  rent-based  system  for  public  housing  as  proposed 
by  the  Administration.   While  we  will  continue  to  examine  that 
proposal,  we  believe  that  the  kindest  verdict  that  could  be 
rendered  on  it  today  is  "not  proven."   We  believe  the  proposal 
threatens  to  wreak  havoc  on  a  system  that  contains  some  1.3  million 
housing  units  and  houses  some  3.5  million  people.   If  there  is 
anything  that  system  needs  now  it  is  continuity  and  stability, 
not  the  diversion  of  energies  and  resources  that  would  certainly 
accompany  fundamental  and,  we  believe,  ill-considered  changes 
in  the  method  of  funding  public  housing  operations.   Let  me  put 
this  rather  harsh  conclusion  in  perspective  and  present  what  we 
think  are  some  constructive  proposals  for  improving  the  management 
of  our  public  housing  resources. 

Mr.  Chairman,  although  it  is  easy  to  criticize  public  housing, 
it  is  still  the  best  investment  this  nation  has  made  in  directly 
responding  to  the  housing  needs  of  low-income  persons.   If  it  did 
not  exist,  it  would  be  quickly  invented;  it  has  no  substitute.   The 
best  test  of  its  usefulness  is  the  continuing  demand  at  the  local 
level  by  low-income  persons  -  its  vacancy  rates  are  extremely 
low,  its  waiting  lists  are  extensive,  and  the  need  remains  great. 
Even  under  a  narrow  definition  of  quality,  HUD ' s  annual  housing 
survey  show  at  least  7  million  households  living  in  substandard 
housing.   This  does  not  include  those  units  which  are  deteriorating 
and  reaching  substandard  status  on  a  regular  cycle.   The  production 
of  rental  housing  in  the  private  market  has  virtually  ceased. 
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Short  supply  and  low  vacancy  rates  are  putting  tremendous  pressures 
on  the  existing  housing  stock. 

Focusing  on  the  existing  public  housing  stock,   I  do  not 
think  that  we  need  argue  the  point  of  whether  or  not  this  is 
an  important  national  asset.   There  are  questions,  however,  about 
the  operation  and  management  of  public  housing  that  require  our 
attention . 

NAHRO  members  will  be  the  first  to  state  that  the  present 
system  for  managing  public  housing  has  many  imperfections.   One 
of  the  most  troublesome  aspects  of  this  system  has  been  the  erratic 
nature  of  federal  funding  of  operating  subsidies.   This  together 
with  related  concerns  and  anxieties  over  constant  changes  in  the 
regulatory  treatment  of  public  housing  operations  has  led  NAHRO  to 
call  for  a  multi-year  authorization  of  public  housing  operating 
subsidies  and  a  commitment  on  the  part  of  the  Congress  to  fund 
public  housing  operating  subsidies  at  adequate  levels  and  at 
timely  intervals. 

The  fact  is,  Mr.  Chairman,  that  what  should  be  the  model  of 
a  well-managed  public  asset  supported  by  a  realistic  and  reliable 
partnership  of  local  and  federal  authorities  very  often  resembles 
a  guessing  game  with  too  few  answers.   Nationally,  today,  public 
housing  operations  are  characterized  by  inadequate  and  unpredictable 
funding,  a  lack  of  realistic  management  incentives,  and  the  absence 
of  discretionary  decision-making  authority  at  the  local  level. 
These  factors  make  our  public  housing  programs  something  less  than 
what  they  should  be. 

At  the  heart  of  the  present  federal /local 
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system  for  the  funding  of  public  housing  is  the  so-called 
"Performance  Funding  System.''   This  complicated  system,  embraces 
a  set  of  assumptions  and  a  formula  for  calculating  the  annual 
operating  subsidies  the  federal  government  provides  to  local 
public  housing  authorities.   The  operating  subsidy  compensates 
them  for  the  difference  between  operating  costs  and  tenant 
rental  revenues  which  results  from  the  low-income  nature  of  the 
population  they  serve,  and  from  federal  statutory  limitations 
or.  the  rent  that  can  be  charged  public  housing  tenants. 

Mr.  Chairman,  NAHRO  and  others  have  had  problems  with  some 
aspects  of  the  Performance  Funding  System  since  its  inception, 
but  we  think  there  are  steps  that  can  be  taken  at  this  point  in 
time  which  will  result  in  modifications  and  improvements  to 
the  Performance  Funding  System,  making  it  a  far  more  useful 
vehicle  for  the  funding  of  public  housing  operations.   We  note 
that  Congress,  in  the  1981  Reconciliation  Act,  directed  the 
Secretary  to  review  the  Operating  Subsidy  Program  including 
"alternative  methods  for  distributing  operating  subsidies  which 
provide  incentives  for  efficient  management,  full  rent  collection, 
and  improved  maintenance  of  projects."   Has  the  administration 
accomplished  this  in  its  proposal?   We  don't  think  so.   Can 
it  be  done?   We  think  so!  I  have  attached  to  my  prepared 
testimony  a  copy  of  a  set  of  recommendations  NAHRO  has  made 
on  improving  the  Performance  Funding  System  and  public  housing 
management.   These  recommendations  include  reviews  and  potential 
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updating  of  the  base  year  calculation,  replacement  of  the  so-called 
"Delta  Factor"  with  a  simpler  proxy  for  changes  in  operating 
conditions,  year-end  reconciliation  of  the  allowable  expense  levels, 
and  the  establishment  of  management  goals  and  incentives  at  the 
local  level.  These  proposed  changes  in  the  Performance  Funding 
System  formula  are  outlined  in  detail  in  the  accompanying  paper. 
I  would  just  like  to  say  that  I  think  if  implemented  they 
will  go  a  long  way  toward  correcting  the  inefficiencies  and  inequitie 
of  the  Performance  Funding  System  as  it  now  operates. 

NAHRO  feels  strongly  that  incentives  must  be  built  into 
the  Performance  System  with  two  different,  although  related, 
objectives  in  mind.   One  objective  is  to  make  more  efficient 
the  operation  of  public  housing  authorities.   The  other  is  to 
produce  savings  in  operating  subsidies.   Achieving  the  first 
objective  may  not,  or  indeed  need  not,  produce  financial  benefits 
to  the  public  housing  authority.   Where  appropriate,  incentives 
should  be  designed  to  increase  savings  to  the  PHA  which  in  turn 
can  be  used  by  the  PHA  for  the  improvement  of  its  housing  stock 
and/or  tenant  services.   The  point  is,  Mr.  Chairman,  that  NAHRO 
believes  that  it  is  a  valid  public  purpose  to  improve  the  living 
environment  for  tenants,  provide  better  services,  increase  the 
number  of  families  served,  and  promote  improved  staff  performance 
and  higher  morale.   NAHRO  does  not  believe  that  cost  savings 
should  be  the  only  measure  of  a  system  designed  to  provide  a 
public  service. 
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What  are  the  elements  of  an  appropriate  management  incentive 
system  for  public  housing  authorities  and  how  can  they  be 
institutionalized?   Let  me  briefly  highlight  what  I  believe 
are  the  key  elements  of  a  successful  program  of  managment 
incentives.   First  of  all,  a  single  national  standard  applicable 
to  all  managment  objectives  is  not  appropriate  for  PHA's  because 
of  regional,  size,  and  local  variations  in  the  operating 
circumstances  of  public  housing  authorities.   Rather,  incentives 
should  be  provided  so  that  all  PHA's  can  move  quickly  to  assess 
fully  their  particular  management  requirements,  and  undertake 
an  orderly  process  of  improvement,  including  a  reduction  in 
federal  regulations.   Working  cooperatively  with  their  HUD 
area  offices,  local  housing  authorities  can  devise  and  carry  out 
management  plans  related  to  their  special  needs.   However,  it 
should  be  recognized  that  identification,  installation,  and 
pay-back  of  new  management  approaches  requires  lead  time. 
Endorsement  and  support  of  a  public  housing  authority-based 
sel f -assessment  and  incentive  system  by  the  Congress  and  the 
Department  of  HUD  would  greatly  expedite  the  achievement  of 
long-sought  management  goals. 

Secondly,  NAHRO  does  not  believe  that  the  granting  of  more 
or  less  operating  subsidies  as  a  reward  or  punishment  is  the  most 
effective  motivation  to  achieve  all  management  goals.   Most 
management  objectives  are  achieved  in  increments,  making  it 
difficult  for  public  housing  authorities  or  HUD  to  set  an 
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objective  bench  mark,  the  obtaining  of  which  will  trigger  a 
reward.   Conversely,  when  funds  are  withheld  as  a  punishment  to 
a  PHA  for  not  taking  certain  steps,  the  public  housing  authority 
is  then  put  in  a  position  of  having  fewer  resources  and  probably 
an  even  more  difficult  task  in  achieving  the  goals  that  it 
originally  failed  to  meet.   NAHRO  believes  that  the  most  fitting 
reward  for  achieving  certain  kinds  of  management  goals  should 
be  permitting  the  PHA  to  develop  locally  its  own  operating  and 
management  procedures  with  minimum  supervision  and  restriction 
by  HUD.   This  local  flexibility  can  take  the  form  of  reduced 
HUD  monitoring,  relaxation  of  reporting  requirements,  and  freedom 
for  the  PHA  to  operate  and  make  decisions  without  constant 
supervision  and  review  from  HUD. 

Thirdly,  an  obvious  incentive  that  ought  to  be  available 
to  public  housing  authorities  is  not  available.   Here  I  refer 
to  the  absence  of  any  realistic  incentive  to  public  housing 
authorities  to  increase  tenant  rental  income  revenue  beyond 
what  they  have  budgeted  for.   This  is  the  case  because,  if 
PHA's  do  collect  more  rental  income  than  is  reflected  in  their 
budgets,  the  excess  amount  is  subtracted  from  the  following 
year's  operating  subsidy.   On  the  other  hand,  if  public  housing 
authorities  d_o  no  t  achieve  their  budget  estimates  for  rental 
income,  for  any  reason,  by  the  end  of  the  year,  HUD  does 
not  make  up  the  shortfall  in  any  way.   Budget  shortfalls 
of  this  nature  are  particularly  of  concern  to  us  during 
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times  of  high  unemployment  when  tenants'  income  does  not  rise. 
The  lack  of  any  incentive  on  the  revenue  side  does  not  motivate 
public  housing  authorities  to  increase  rental  income  by  improving 
rental  collections  or  maintaining  higher  occupancy  levels  than 
projected  in  their  budgets.   This  is  an  area  where  NAHRO  believes 
a  direct  financial  incentive  ought  to  be  allowed  which  will 
result  in  immediate  rewards  to  the  public  housing  authority. 
What  we  are  saying,  Mr.  Chairman,  is  that  if  PHA's  achieve 
more  tenant  rental  income  than  is  reflected  in  their  budgets 
through  management  improvements,  they  should  be  able  to  retain 
the  excess  with  no  offset  to  their  operating  subsidy..   On 
the  other  hand,  if  PHA's  do  not  achieve  their  budgeted  income 
levels  solely  because  tenant  income  does  not  rise  as  much  as 
predicted,  HUD  should  make  up  the  shortage  caused  in  the  PHA's 
operating  subsidy  through  no  fault  of  the  PHA.   If  we  do  this, 
we  will  reward  public  housing  authorities  which  genuinely  improve 
their  management  practices,  and  we  will  not  punish  those  PHA's 
that  experience  revenue  shortfalls  for  reasons  beyond  their 
cont  rol . 

Other  management  incentives  that  we  believe  should  be 
implemented  include  amending  the  three-year  "rolling  base" 
system  to  a  five-year  "rolling  base."   This  would  extend  the 
period  over  which  the  public  housing  authority  and  HUD  would 
share  in  any  consumption  reductions  and,  therefore,  would 
increase  the  incentive  to  conserve  and  undertake  energy 
saving  improvements. 
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Lastly,  Mr.  Chairman,  let  me  comment  on  the  question  of 
operating  reserves  for  public  housing  authorities.   These 
reserves  are  part  of  the  PHA's  cash-management  plan  are  used 
to  cover  extraordinary  or  immediate  short-term  costs  that 
are  not  anticipated  in  the  budget.   HUD  has  established  a 
maximum  and  a  minimum  reserve  level.   If  reserves  fall  below 
the  minimum,  HUD  is  not  obligated  to  provide  operating 
subsidy  to  bring  reserves  up  to  the  minimum  level.   On  the 
other  hand,  maximum  reserves  level  defined  as  a  percentage  of 
public  housing  authorities'  operating  budget  have  very 
different  implications  for  public  housing  authorities,  depending 
upon  factors  such  as  size  of  their  operating  budgets  and  the 
condition  of  their  stock.   PHA's  that  determine  that  their 
local  circumstances  require  them  to  have  reserves  in  excess 
of  the  current  maximum  of  50%  of  their  operating  budgets  should 
be  allowed  to  do  so  at  their  discretion. 

The  foregoing  are  some  of  the  NAHRO  proposals  which,  we 
believe,  if  incorporated  into  the  Performance  Funding  System, 
would  go  a  long  way  toward  improving  the  fairness  and  efficiency 
of  tnat  system. 

Turning  to  an  examination  of  the  Administration's  proposals 
for  changing  the  way  PHA's  are  funded,  let  me  comment  briefly 
on  the  Comprehensive  Improvement  Assistance  Program.   NAHRO 
is  very  concerned  about  the  direction  HUD  has  been  taking  toward 
de-emphasizing  the  comprehensive  nature  of  the  CIAP .   HUD  has 
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stated  its  intention  to  issue  regulations  which  would  reduce 
the  modernization  standards  used  for  CIAP  to  a  level  of 
minimum  occupancy  standards  in  an  attempt  to  reduce  the  cost 
of  modernization.   While  NAHRO  agrees  that  health  and  safety 
improvements  as  well  as  energy  saving  aspects  of  a  modernization 
programi  ought  to  receive  some  priority,  we  do  not  agree  that 
giving  sole  and  exclusive  funding  priority  to  these  categories 
of  improvements  is  in  accord  with  the  intent  of  Congress  when 
it  fashioned  the  CIAP  as  a  comprehensive  program  to  bring  all 
housing  units  up  to  quality  standards  related  to  long-term 
usefulness.   It  is  possible  to  accord  these  elements  some 
priority  without  destroying  the  comprehensive  nature  of  the 
program . 

The  comprehensive  improvement  assistance  program  is  a 
well-conceived  and  well-designed  program,  Congr essionally 
mandated  with  the  clear  goal  of  preserving  and  continuing 
maximum  use  of  the  existing  public  housing  stock.   We  certainly 
hope  that  Congress  will  stick  to  its  commitment  to  comprehensive 
modernization  through  a  separate  and  adequate  appropriation. 
We  hope  you  will  not  accept  either  the  Administration's 
attempt  to  change  the  comprehensive  nature  of  the  program 
through  regulation  or  its  attempt  to  do  away  with  the  program 
altogether  by  combining  necessary  capital  improvement  funds 
and  operating  funds  in  one  subsidy  allocation. 

Mr.  Chairman,  the  Administration  has  proposed  changing  the 
method  of  funding  public  housing  operations  and  modernization 
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by  basing  funding  on  a  so-called  "Fair  Market  Rent  System." 
NAHRO  believes  that  the  proposed  Fair  Market  Rent-based  system 
bears  no  relationship  to  the  operation  of  public  housing  projects. 
The  operations  of  such  projects  should  be  funded  on  the  basis  of 
directly  related  public  housing  costs.   The  governing  statute 
now  clearly  mandates  a  system  based  on  the  costs  associated  with 
managing  public  housing.   The  Performance  Funding  System 
is  the  system  which  has  been  fashioned  by  HUD  through  regulation 
to  meet  the  statutory  mandate.   Now  the  Administration  tells 
us  it  wants  an  entirely  new  system,  one  admittedly  no  t  based 
on  the  costs  of  operating  public  housing,  written  into  law. 
We  are  told  HUD  will  move  by  regulation  to  accomplish  this 
end  if  legislation  is  not  forthcoming. 

The  Administration  proposes  to  replace  the  existing 
Performance  Funding  System  with  a  system  that  uses  private 
market  rental  levels  for  calculating  the  level  of  operating 
subsidy  a  public  housing  authority  receives.   As  we  understand 
it,  the  new  system  would  limit  the  PHA's  operating  income 
(including  a  replacement  allowance  for  future  capital  improvement 
needs)  to  an  amount  equal  to  the  40th  percentile  of  Fair  Market 
Rent  of  standard  units  in  the  area,  less  other  public  housing 
authority  income  including  rental  income  and  debt  service 
reimbursement  under  an  ACC.   Also,  the  amount  of  operating  subsidy 
available  to  a  public  housing  authority  under  the  Fair  Market 
Rent-based  system  could  not  exceed  the  current  level  received  under  the 
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Performance  Funding  System,  plus  the  replacement  allowance. 
Moreover,  in  addition  to  covering  all  operating  costs,  PHA's 
would,  after  a  four-year  transition  period,  be  required  to 
finance  any  capital  improvements  from  these  limited  revenues. 
Public  housing  authorities  would  no  longer  have  access  to  a 
separate  modernization  program  such  as  the  CIAP . 

Mr.  Chairman,  the  heart  of  NAHRO ' s  opposition  to  the 
Administration's  proposal  is  our  profound  conviction  that 
operating  public  housing  is  not  comparable  to  operating 
private  market  housing.   Public  housing  has  a  disproportionate 
number  of  large  families  and  consequently  of  large  units. 
Public  housing  is  a  unique  program  with  a  special  mission:  it 
has  a  higher  percentage  of  single  heads  of  households  and  a 
large  number  of  children  per  unit.   Also,  a  significant 
amount  of  our  public  housing  stock  is  deteriorating  due 
to  age  and  use.   Looked  at  from  the  private  side,  the  fact  is 
that  rents  are  only  one  of  the  many  factors  which  make  the 
private  rental  market  work,  when  it  does  indeed  work  at  all 
for  low-income  persons.   Other  factors  include  federal  and  state 
tax  concessions  to  rental  property  owners,  capital  appreciation, 
and  favorable  tax  treatment  through  capital  gains.  Public 
housing  authorities  are  not  affected  by  such  factors.   Rents 
alone  do  not  make  the  private  rental  market  work.   Other  factors, 
including  supply  and  demand  pressures,  weigh  heavily  in  the 
determination  of  market  rents.   Thus  a  Fair  Market  Rent  approach 
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is  really  not  relevant  to  public  housing.   Even  if  one  thought 
the  FMR  concept  was  relevant  to  public  housing  operations,  one 
would  be  hard  pressed  to  give  serious  consideration  to  a 
proposal  that  would  initially  peg  the  FMR  to  the  AOth  percentile, 
exclude  recently  constructed  housing  and  recent  movers,  and  give 
the  Secretary  discretion  to  lower  the  FMR  without  a  rule-making 
or  publication  for  comment. 

Also,  Mr.  Chairman,  the  private  rental  housing  market  does 
not  labor  under  the  enormous  burden  of  regulations  that  characteri: 
the  relationship  between  local  PHA's  and  their  federal 
partners.   For  example,  the  private  sector  does  not  have  to 
dealwith: 

1.  Lease  and  grievance  procedures 

2.  Utility  allowance  determinations 

3 .  Federal  audi  t  s 

A.  Annual  recer t if ica t ion  of  tenant  eligibility 

5.  Tenant  participation  requirements 

6.  Illegal  alien  screening 

7.  Calculation  of  different  rent  levels  for 

different  income  levels 

8.  Social  services 

9.  Family  characteristic  reports 

10.  Security  services 

11.  Funding  tenant  councils  and  community  organizations 

12.  Federal  applications  and  reports 

13.  HUD-mandated  salaries  and  salary  schedules 
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In  summary,  Mr.  Chairman,  there  are  three  key  factors 
which  clearly  distinguish  the  public  housing  authorities  from 
private  rental  housing  operators: 

1.  The  level  of  services  that  must  be  provided  to 
tenants  by  PHA's  is  greater  than  anything  imagined  by  most 
private  landlords. 

2.  The  degree  of  regulation  imposed  on  PHA's  by  the 
federal  government  has  no  counterpart  in  the  private  sector. 

3.  Valuable  nonr ental-income  economic  incentives 
available  to  the  private  landlord  are  not  available  to  the  PHA. 

What  public  housing  authorities  need  now  is  stability  in 
their  relations  with  their  federal  partner  and  a  maximum  degree 
of  flexibility  in  the  management  of  their  own  operations. 
There  is  a  great  need  to  reduce  rules  and  regulations  which 
detract  from  the  management  capabilities  of  housing  authorities 
and  provide  disincentives  for  sound  management  and  increased 
revenues . 

There  is  no  need  for  a  whole  new  arrangement  for  funding 
public  housing  operating  subsidies,  an  arrangement  which 
no  one  has  proved  will  help  better  serve  the  housing  needs  of 
low-income  persons. 

From  what  we  have  seen  of  the  development  of  this  proposal, 
a  HUD  administered  FMR  system  threatens  to  be  less  straight- 
forward and  more  open  to  manipulation  than  the  Performance 
Funding  System.   The  only  thing  we  know  the  new  system  would 
certainly  produce  is  a  period  of  transition  which  would  no  doubt 
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be  thoroughly  chaotic  and  has  the  potential  for  traumatizing  all 
of  the  participants. 

If  the  Administration's  primary  goal  is  dollar  savings,  this 
should  be  made  clear.   NAHRO ' s  primary  goal  is  to  provide  adequate 
shelter  for  low-income  persons  in  the  most  efficient  and 
economical  manner  possible.   There  is  no  proof  that  the 
Administration's  proposed  new  system  will  do  this.   In  contrast, 
there  is  every  reason  to  believe  the  present  system  can  be 
improved  in  a  manner  that  will  accomplish  this  objective. 

As  you  can  see  from  the  foregoing,  Mr.  Chairman,  NAHRO 
does  not  believe  that  the  Administration's  proposed  Fair  Market 
Rent-based  system  for  funding  public  housing  operating  subsidies 
has  a  great  deal  of  merit.   We  do  not  believe  that  it  is  rooted 
in  or  reflects  adequately  the  realities  of  public  housing  operations. 
We  do  not  believe  that  it  can  be  "fixed"  with  a  little  work 
around  the  edges.   Rather,  we  believe  it  is  fundamentally  flawed. 
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Introduction 

This  position  paper  consists  of  recommendations  developed  by  NAHRO 
to  improve  the  current  Performance  Funding  System  (PFS)  which  determines 
the  distribution  of  operating  subsidies  to  federally  funded  public 
housing  authorities.  NAHRO  has  long  been  concerned  about  the  equity, 
adequacy,  and  efficiency  of  the  PFS.  These  recommendations  are  specifically 
in  response  to  those  concerns  and  to  the  Administration's  programmatic 
and  systematic  changes  proposed  for  1984.  The  Administration's  1984  HUD 
Budget  Proposal  calls  for  a  major  change  in  the  public  housing  funding 
system  based  on  an  artificial,  indeed  fallacious,  comparison  between  the 
costs  of  private  housing  and  the  costs  of  public  housing,  and  the  combina- 
tion of  capital  and  operating  funds  in  one  subsidy.  ilAHRO  takes  issue 
not  only  with  the  components  of  the  proposed  system  (which  will  not  be 
dealt  with  here),  but  with  the  degree  of  analysis  and  lack  of  public 
scrutiny  the  system  was  subject  to  before  being  fully  and  completely 
endorsed  by  HUD.  While  liAHRO  recognizes  that  there  are  oroblems  with 
the  current  PFS  (delineated  below),  we  believe  that  if  the  enclosed 
recommendations  are  accepted  and  implemented  by  HUD  and  PHAs,  the 
improved  PFS  will  be  a  more  efficient  and  effective  method  to  fund 
public  housing  operations. 
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NAHRO  has  identified  the  follovn"ng  problems  v/ith  the  current  system 
(not  in  order  of  priority): 

-  perpetuation  of  inequities  in  a  PHA's  base  year 

-  extremely  complex  and  burdensome  to  compute  for  HUD  and  PHAs 

-  underestimation  of  inflation  with  no  year  end  reconciliation 

-  perpetuation  of  inequities  in  base  factors  resulting  in  bias  against 

large  urban  PHAs 

-  lack  of  incentives  for  good  management 

-  limited  ability  to  respond  to  costs  beyond  control  and/or  extraordinary 

operating  conditions 

-  disproportionate  funding  among  PHAs 

-  funding  not  related  to  performance  standards  of  individual  PHAs 

-  lack  of  adequate  and  timely  funding  (timeliness  not  a  direct 

problem  of  this  system  but  of  its  recent  implementation) 

HUD  has,  in  its  Alternative  Operating  Subsidy  Systems  for  the  Public  Housing 
Program,  (Office  of  Policy  Development  and  Research,  May  1982,)  developed  a 
list  of  objections  to  the  current  system  which  is  inclusive  of  the  points 
above.  MAHRO  feels  that  where  relief  for  these  problems  is  forthcoming, 
HUD  and  PHAs  can  work  together  in  fairness  and  mutual  benefit  to  achieve 
efficient  and  effective  management  while  exercising  some  control  over  the 
cost  of  providing  decent,  safe  and  sanitary  housing  to  lov/er  income 
Americans. 
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RECOMMENDATIONS 

Formula  Improvements: 

1.  Base  Year/Allowable  Expense  Level  Reviews 

A  PHA's  Base  Year  Expense  Level  consists  primarily  of  the  PHA's 
non-utility  allowable  costs  that  were  reflected  in  their  approved  budget 
at  the  time  the  PES  was  implemented  (1975).  During  PES  implementation,  the 
PHAs'  Base  Year  Expense  Level  was  compared  to  other  PHAs  with  similar 
characteristics  which  HUD  designated  as  "well  managed".  The  comparison 
was  to  determine  if  the  Base  Year  Expense  Level  fell  within  a  range  of 
the  prototype  PHAs'  costs.  If  it  did  not,  a  PHA  was  kept  at  its  then 
current  budget  level  until  it  eventually  came  within  range.  This  base 
year  level  then  became  the  PHAs'  Allowable  Expense  Level  (AEL).  The 
AEL  is  updated  annually  to  become  the  basis  on  v/hich  the  determination 
of  how  much  money  the  PHA  receives  in  operating  subsidy  is  made.  There- 
fore, any  inequities  that  existed  among  PHAs  or  any  "fluke  costs"  that 
existed  within  a  PHA  in  their  base  year   that  would  skew  a  '^normal" 
allowable  expense  level  are  simply  compounded  by  this  updating  procedure. 
Additionally,  this  updating  does  not  take  into  consideration  changes  in 
Lhe  types  of  costs  that  PHAs  have  incurred  since  their  Base  Year  Expense 
Level;  for  example,  the  addition  of  social  services  or  security  services 
that  result  in  increased  costs  for  PHAs,  but  which  are  not  part  of  their 
Base  Year  Expense  Level. 

ilAHRO  RECCMMENDS: 

A  formal  review  process  should  be  instituted  so  that  PHA  can 
amend  their  current  Al  leviable  Exoense  Levels  to  coryect   ^or   inequities 
and  abnorrr.al  ities  in  their  base  year  and  changes  in  operating -circumstances 
since  their  base  year.  Such  a  review  process  should  be  established  on  a 
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revolving  three  (3)  year  cycle  wherein  thirty  three  percent  (33%)  of 
the  PHAs  are  able  to  request  review  of  their  AEL  in  any  given  year  - 
to  begin  1984.  Reviews  would  result  in  the  correction  of  base  factors  - 
not  in  retrospective  subsidy  adjustments.  PHAs  should  be  allowed  to 
have  their  AELs  reviewed  from  their  original  Base  Year. in  the  initial 
years  of  the  review  process,  1984,  1985,  and  1986;  however  subsequent 
reviews,  beginning  in  1987,  should  only  relate  to  the  previous  three 
years.  Parameters  for  the  review  process  should  be  developed  between 
HUD  and  PHA  representatives.  In  the  development  of  p'aramenters,  considera- 
tion should  be  given  to  circumstances  such  as  costs  beyond  control, 
mandated  wage  increases  above  the  HUD  annual  inflation  factor,  the 
addition  of  projects,  major  changes  in  existing  project  profiles, 
changes  in  Federal,  state  and  local  laws,  regulations  causing  major 
adjustments  in  management  operating  conditions,  catastrophic  events, 
etc.  PHAs  should  not  be  allowed  to  request  review  of  inflation  factors 
because  1)  the  Retrospective  Inflation  Factor  Adjustment  that  HUD  and 
Congress  supported  corrected,  to  a  large  degree,  any  miscalculations  of 
inflation  prior  to  1982,  and  2)  NAHRO  recommends  the  adjustment  of  the 
inflation  factor  through  ex-post  facto  reconciliation  (if  this  recommenda- 
tion is  not  adopted  inflation  factors  should  be  subject  to  review). 
Finally,  funding  resulting  from  the  review  process  should  be  part  of  the 
annual  PFS  operating  subsidy  appropriation  and  not  a  separately  appropriated 
fund. 

la.  AEL  RECONCILIATION/SUBSIDY  RECONCILIATION 

The  PFS  is  a  "building  block"  or  "roll  over"  type  of  funding  system 
in  that  it  uses  last  year's  formula  components  updated  by  inflation 
factors  (and  to  a  much  lesser  degree  factors  related  to  change  in  operating 
circumstances).  For  this  reason,  accurate  estimates  from  HUD  regarding 
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inflation  factors  are  extremely  important  to  PHAs  in  determining  their 
operating  subsidy.  Inaccurate  inflation  estimates  can  negate  any  efforts 
the  PHA  has  expended  to  "hedge"  against  inflation,  particularly  in  times 
of  rapidly  escalating  or  uncertain  inflation.  Ironically,  while  infla- 
tion rates  determine  the  increase  (to  a  large  degree)  of  subsidy  from 
year  to  year,  PHAs  have  no  control  over  them;  nor  do  they  have  any 
control  over  the  inflation  projections  HUD  makes  when  requesting  subsidy 
from  Congress. 

Miscalculated  inflation  factors  that  are  applied  to  a  PHA's  AEL  to 
determine  actual  subsidy  level  have  haunted  both  PHAs  and  HUD  over  the 
past  few  years.  Underestimated  inflation  factors  have  resulted  in  short 
funding  for  most  PHAs,  which  in  turn  has  necessitated  requesting  supplemental 
appropriations  from  the  Congress.  The  fact  that  Congress  has  responded 
favorably  to  supplemental  requests  in  the  recent  past  only  lends  credibility 
to  the  PHAs 'contention  of  recurring  underfunding.  NAHRO  feels  that  a  vital 
improvement  to  the  PFS  is  to  develop  a  method  to  1)  end  the  systematic 
perpetuation  of  under  and  overfunding  of  PHAs  due  to  incorrectly  predict- 
ed local  inflation  rates,  2)  end  the  subsidy  inequities  among  PHAs 
resulting  from  incorrectly  predicted  inflation  rates  and  3)  achieve  both 
of  these  reconciliations  without  necessitating  the  enactment  of  supplemental 
appropriations. 

iJAHRO  RECOMMENDS: 

HUD  should  permit  PHAs  to  make  year  end  adjustments  to  their  AELs  to 
reconcile  any  differences  between  estimated  and  actual  inflation  rates 
applicable  to  the  AEL.  This  process  should  be  used  to  both  increase  AELs 
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where  inflation  was  underestimated  and  to  decrease  AELs  where  inflation 
v/as  overestimated.  This  reconciliation  will  serve  to  update  the  AEL 
so  that  it  is  a  more  accurate  base  in  the  following  fiscal  year.  The  PFS 
should  also  provide  for  an  adjustment  in  the  amount  of  subsidy  given  to 
the  PHA  in  the  next  year   to  compensate  for  the  over  or  underfunding  in 
the  prior  year. 

2.   "DELTA" 

Delta  is  a  factor  designed  to  adjust  allowable  costs  due  to  changes 
in  PHA  characteristics  such  as  building  age,  building  height,  number  of 
bedrooms  per  units,  and  SflSA  population.  Delta  is  extremely  complex  to 
derive  and  its  ability  to  truly  adjust  for  the  aforementioned  character- 
istics is  questionable.  The  Alternative  Operating  Subsidy  Systems  for  the 
Public  Housing  Program  report  acknowledges  that  historically  Delta  has 
been  extremely  small.  These  problems  (particularly  the  complex  derivation) 
outweigh  the  benefits  of  the  particular  "Delta"  formulation.  However, 
NAHRO  feels  that  some  increase  in  allowable  expense  levels  should  be 
factored  into  the  operating  subsidy  formula  to  account  for  the  aging  of 
the  stock. 

NAHRO  RECOmENDS: 

Eliminate  the  Delta  calculation  and  replace  it  with  a  standard 

annual  one  half  of  one  percent  (.5%)  increase  to  the  Allov/able  Expense 

Level  to  account  primarily  for  aging  of  the  stock. 

flANAGEMEMT  INCENTIVES: 

rlanagement  incentives  to  provide  better  services,  save  money, 
encourage  efficiency,  motivation,  and  job  satisfaction  clearly  do  not 
exist  in  the  PFS.  Despite  its  name,  the  PFS  provides  disincentives  to 
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good  management  in  some  budget  areas.  It  is  not  surprising  that  the 
lack  of  management  incentives  has  been  one  of  the  greatest  complaints 
about  the  system-coming  from  HUD,  the  Congress  and  indeed  PHAs.  This 
problem  has  been  discussed  for  years;  originally  in  the  context  of 
providing  objective  standards  for  PHAs  to  meet,  and  more  recently,  in 
terms  of  saving  Federal  dollars.  What  are  effective  and  appropriate 
management  incentives  for  PHAs  and  how  can  they  be  institutionalized? 

NAHRO  feels  that  incentives  must  be  built  into  the  PFS  with  tvio 
different  (though  not  always  separable)  objectives  in  mind.  One  objective 
is  to  make  mors  efficient  the  operation  of  the  PHA,  the  other  is  to 
produce  savings  in  operating  subsidies  for  HUD.  Achieving  the  first 
objective  may  not,  or  need  not,  produce  financial  benefits.  Where 
appropriate,  incentives  should  be  designed  to  increase  savings  to  the 
PHA  to  be  used  by  the  PHA  for  the  improvement  of  the  housing  stock  and/or 
tenant  services,  however  NAHRO  believes  it  is  equally  important  to  improve 
the  livinq  environment  for  tenants,  proviae  batter  services  while 
increasing  the  number  of  families  served,  promote  staff  motivation,  pride 
and  job  satisfaction,  etc. 

1 .   Management  Goals 

Cost  saving  incentives  which  can  be  built  into  the  PFS  formula  are 
detailed  below.  Before  discussing  the  incentives  HAHRO  feels  will 
motivate  and  allow  PHAs  to  achieve  the  type  of  goals  that  can't  be  built 
into  the  formula  but  that  are  vital  to  the  program,  a  look  at  how  these 
goals  should  be  defined  is  important.  Before  incentives  can  be  of  value, 
PHAs  must  be  in  agreement  with  HUD  on  the  specific  goals  they  are  trying 
to  achieve.  All  PHAs  will  not  need  to  establish  goals  in  the  same  manage- 
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ment  areas.  NAHRO  believes  that  management  goals  must  be  developed  by 
looking  at  the  particular  management  problems  and  conditions  that  exist 
in  individual  PHAs.  A  single  national  standard  in  different  management 
areas  is  not  applicable  to  PHAs  because  of  regional,  size  and  local 
variations.  Pvather,  management  goals  for  each  PHA  should  be  developed 
through  negotiations  between  the  PHA  and  the  HUD  Area  Office.  Some  of 
this  goal  setting  and  problem  identification  may  be  accomplished  through 
the  development  of  the  Comprehensive  Improvement  Assistance  Program's 
(CIAP)  five  year  plan. 

Much  thought  by  NAHRO,  Congress,  HUD  and  others  has  been  given  to 
the  design  of  incentives  to  affect  management  improvements.  Goals  that 
can  be  built  into  the  PFS  formula  typically  carry   the  opportunity  to 
receive  additional  funds  as  the  incentive.  NAHRO  does  not  believe  the 
granting  of  more  or  less  operating  subsidy  for  rewards  or  punishments  is 
the  most  effective  motivation  to  achieve  all  management  goals.  First, 
many  management  objectives  are  achieved  in  stages  or  increments,  making 
it  difficult  for  the  PHA  and  the  Area  Office  to  be  able  to  determine  at 
which  point  in  the  achievement  of  the  goal  the  PHA  should  be  rewarded 
with  additional  operating  subsidy.  Also,  when  funds  are  withheld  in  an 
attempt  to  punish  a  PHA  for  not  taking  steps  to  achieve  management  goals, 
the  PHA  may  then  have  an  even  more  difficult  time  achieving  the  goals 
because  of  less  resources  available  to  it. 

NAHRO  believes  that  the  most  fitting  rewards  for  achieving  manage- 
ment goals  should  be  the  ability  of  the  PHA  to  locally  develop  their  own 
operating  and  management  procedures  with  minimal  supervision  and 
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restriction  by  HUD.  Some  of  this  local  flexibility  to  develop  procedures 
can  appropriately  be  a  function  of  reduced  HUD  monitoring,  relaxation  of 
reporting  requirements,  and  the  PHA's  ability  to  operate  and  make  decision 
without  the  Area  Offices'  constant  input,  supervision,  and  review. 

NAHRO  RECOMMENDS: 

HUD  and  PHAs  should  develop  a  range  of  management  areas  to  be 
used  between  PHAs  and  Area  Offices  to  evaluate  each  PHA  in  the  determination 
of  management  goals  for  that  PHA.  These  management  areas  should  include 
but  not  be  limited  to:  vacancy  rates,  dwelling  unit  turn  around  time 
for  reoccupancy,  rent  collection  losses,  accounts  receivable,  maintenance 
response  time,  accuracy  and  timely  submission  of  HUD  and  PHA  reports/budgets, 
energy  conservation  programs,  contract  administration,  personnel  policies 
and  enforcement,  inventory  control,  cash  management/investment  initiative, 
maintenance  of  adequate  reserves,  training  and  certification  of  staff, 
etc.  PHAs  should  do  an  analysis  of  their  management  to  determine  which 
areas  they  are   performing  the  poorest  in.  Then  the  Area  Office  and  the 
PHA  (and  upon  the  the  PHA's  request,  a  third  party),  should  draw  up 
realistic  goals  in  those  management  areas  and  a  timetable  for  achieving 
them.  NAHRO  recommends  that  HUD  publish  a  self  assessment  management 
guide  to  be  used  in  this  regard.  Undertaking  this  self  assessment 
should  be  funded  by  HUD  (similar  to  the  funding  of  performing  energy 
audits  for  the  CIAP). 

If  PHAs  make  progress  toward  achieving  their  goals  they  should  be 
released  from  many  of  the  burdensome  reports  and  the  constant  monitoring 
by  HUD  that  they  currently  operate  under.  PHAs  that  do  not  improve 
according  to  their  goals  and  agreement  with  HUD  should  continue  operating 
under  the  same  constraints  that  they  currently  do.  '^o  additional- 
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strictures  should  be  placed  on  them.  Further  consideration  must  be 
given  to  the  treatment  of  PHAs  who  do  not  progress  toward  their  goals 
for  no  fault  of  their  own. 

2.   TENANT  INCOME 

The  income  side  of  the  PFS  has  great  potential  for  providing  an 
incentive  that  can  result  in  immediate  financial  benefit  for  the  PHA. 
Surprisingly,  the  current  PFS  provides  little  or  no  incentive  to  PHAs  to 
increase  tenant  rental  income  over  what  is  budgeted  for.  This  is  because 
if  PHAs  do  collect  more  rental  income  than  is  reflected  in  their  budget, 
the  excess  amount  is  substracted  from  the  following  year's  operating 
subsidy.  In  order  to  establish  the  budget  estimate  for  rental  income, 
the  PHA  applies  a  HUD  mandated  increase  factor  to  their  most  recent  rent 
roll  (to  date  HUD  has  mandated  that  the  budget  estimate  be  a  three 
percent  increase  over  the  most  recent  rent  roll). 

If  PHAs  do  not  achieve  their  budget  estimate  for  income  for  any  reason 
by  the  end  of  the  year,  HUD  does  not  make  up  for  the  shortage  in  any 
way . 

NAHRO  believes  the  inability  of  the  current  system  to  make  up 
subsidy  to  PHAs  who  have  not  achieved  their  budgeted  income  because 
tenants'  income  did  not  rise  as  much  as  they  predicted  is  a  serious 
oroblem  with  the  system  -  particularly  in  times  of  volatile  or  high 
uneirployment  rates.  Also,  of  concern  is  lack  of  incentives  to  increase 
-enta'i  income  by  improving  rental  collections  and  maintaining  higher 
occupancy  levels.  While  this  concern  is  addressed  to  some  cegree  through 
the  achievement  of  management  goals  (discussed  above),  NAHRO  believes 
that  a  financial  incentive  with  immediate  rewards  is  appropriate.  .PHAs 
that  achieve  greater  occupancy,  better  rent  collection,  and  other 
management  improvements  should  be  able  to  keep  the  over  budget  income 
resulting  from  these  improvements. 
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NAHRO  RECOMMENDS: 

HUD  should  retain  the  current  system  of  estimating  tenant  rental 
income  on  PHAs'  budgets.  Where  PHAs  are  able  to  collect  tenant  rental 
income  in  excess  of  their  budgets  because  tenant  income  rose  at  a 
greater  rate  than  predicted,  the  excess  should  be  offset  against  their 
following  fiscal  year.  Conversely,  if  PHAs  do  not  achieve  their  budget 
income  levels  because  tenant  income  does  not  rise  as  much  as  predicted, 
HUD  should  reconcile  the  difference  and  make  up  the  shortage  in  the  PHA's 
following  fiscal  year's  operating  subsidy.  If  PHAs  achieve  more  tenant 
rental  income  due  to  management  improvements,  they  should  be  able  to 
retain  the  entire  excess  with  no  offset  to  their  operating  subsidy.  In 
subsequent  years,  HUD  will  experience  savings  in  operating  subsidy  from 
these  management  improvements  because  a  PHA's  tenant  rental  income  will 
be  reflected  in  their  budget  at  the  higher  level. 

3.   Other  Income 

PHAs  experience  the  same  dollar  for  dollar  recapture  by  HUD  (as  in 
■f]   above)  for  any  non-rental  income  they  receive  that  is  not  budgeted 
for.  The  PFS  again  provides  a  disincentive  for  applying  for  other  federal 
funds,  state  funds,  or  city  funds. 

NAHRO  RECOMMENDS: 

Funds  which  PHAs  receive  to  carry  out  activities  which  are  not  covered 
by  their  approved  budget  should  not  be  considered  an  offset  against  PFS 
el igibil ity. 
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4.  Rolling  Base 

The  rolling  base  method  of  calculating  the  Allowable  Utilities 
Consumption  Level  (AUCL)  provides  a  great  incentive  to  PHAs  to  reduce 
their  utility  consumption  by  allowing  them  to  share  with  HUD  savings 
resulting  from  reduced  consumption.  Recently  HUD  implemented  a  three 
year  rolling  base  whereby  PHAs  would  estimate  their  AUCL  for  their 
budget  using  the  average  utility  consumption  for  the  preceedfng  three 
years  (rather  than  the  utility  consumption  experienced  during  the  Base 
Year.)  Since  nationally  PHAs  have  conserved,  the  rolling  base  will 
produce  a  lower  AUCL  than  the  previous  method  of  calculation  would  have. 
Since  PHAs  can  retain  one  half  of  the  savings  attributable  to  below 
budget  utility  consumption  levels,  the  rolling  base  provides  great 
motivation  to  continue  conserving. 

MAHRO  RECOMMENDS: 

HUD  should  amend  the  3  year   rolling  base  system  to  become  a  five 
year   rolling  base  system.  This  would  extend  the  period  over  which  the 
PHA  shares  in  any  consumption  reductions  and  therefore  would  increase 
the  incentive  to  conserve  and  undertake  energy  conserving  improvements. 

5.  Operating  Reserves 

Operating  reserves  are   the  part  of  a  PHA's  cash  management  plan  used 
to  cover  extraordinary  or  immediate  costs  that  are  not  budgeted  for.  HUD 
has  established  both  a  minimum  and  a  maximum  reserve  level,  however,  if 
reserves  fall  below  the  minimum,  HUD  is  not  obligated  to  provide  operating 
subsidy  to  bring  reserves  up  to  the  minimum  level,   Recently  many  PHAs 
have  had  to  use  their  reserves  to  meet  normal  operating  costs  because 
funding  from  HUD  has  been  either  inadequate,  ^ery   later  in  terms  of  their 
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fiscal  year,  or  both  (in  fact,  many  PHAs  have  completely  depleted  their 
reserves  and  there  is  no  indication  that  HUD  plans  to  restore  minimum 
reserve  levels  nationally).  PHAs  must  have  the  ability  to  build  up  and 
maintain  adequate  reserves.  While  HUD  should  support  a  minimum  reserve 
level  for  all  PHAs,  the  amount  of  reserves  above  the  minimum  necessary 
should  be  a  local  decision,  riaximum  reserve  levels  defined  as  a  percentage 
of  a  PHAs  operating  budget  have  different  implications  for  different  PHAs 
depending  on  factors  such  as  size  of  their  operating^budget  and  condition 
of  their  stock.  For  example,  a  very  small  PHA  with  a  small  operating 
budget  and  old  stock  may  need  to  keep  a  reserve  of  greater  than  40  percent 
of  its  operating  budget  to  cover  emergency  costs.  On  the  other  hand,  a 
very  large  PHA  may. not  choose  to  keep  a  reserve  level  of  40  percent  of 
its  operating  budget  because  that  may  be  too  great  a  dollar  amount  to 
keep  outside  of  its  normal  cash  flow. 

NAHRO  RECOMMENDS: 

HUD  should  fund  all  PHAs'  minimum  reserve  levels  (which  should 
continue  to  be  defined  as  20  percent  of  the  PHA's  operating  budget)  in 
addition  to  fully  funding  their  operating  costs  through  the  improved 
PFS  system.  HUD  should  permit  PHAs  to  add  to  their  reserves  at  the 
PHA's  discretion,  over  and  above  the  HUD  funded  minimum. 
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vfef  vinq  the  notion's  Housing  or 
Community  Development  flceds 


March  28,  1983 


The  Honorable  Jake  Garn 
Dirksen  Senate  Office  Building 
Room  5207 
The  Capitol 
Washington,  D.C.  20510 

Dear  Senator  Garn: 

The  National  Association  of  Housing  and  Redevelopment  Officials 
(NAHRO)  wishes  to  provide  you  with  supplemental  information  to  our 
recently  submitted  testimony  on  this  year's  housi ng^ajid^ communi ty  devel op- 
ment  authorization  bill.  Specifically,  we  have  additional  information 
from  the' NAHRO  member^ip  which  supports  our  position  opposing  the 
Administration's  attempt  to  eliminate  Sec.  104  of  the  existing  Act,  the 
lump  sum  drawdown  provision. 

In  reauthorizing  the  CDBG  program,  we  hope  that  you  will  retain 
this  important  provision.  Our  comments  on  the  use  of  lump  sum  drawdown 
are  attached. 

We  would  be  happy  to  assist  you  with  any  other  information  you 
might  need. 


Sincerely, 


Risjlbeft  W.   Maffin 
Executive  Director 


National  Association  ol  Housing  and  Redevelopment  Officials 

2600  Virginia  Avenue.  NoMhwesI  Suilc404    Wasninglon,  D  C  20037  (2021333-2020 
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CDBG  -  Section  104(g)  "Lump  sum  drawdown  provision" 

Background:  The  original  CDBG  application  and  reporting  requirements 
were  amended  in  1977  to  require  HUD  to  permit  on  a  case-by-case  basis, 
the  lump  sum  drawdown  of  amounts  designated  in  a  CDBG  application  for 
the  establishment  in  a  private  lending  institution  of  a  revolving  loan 
fund  to  finance  rehabilitation  activities.  This  activity  was  never 
expressly  ineligible  but  had  been  subject  to  differing  interpretations 
by  HUD  area  offices  and  was  opposed  by  the  Treasury  Department. 

The  1981  Omnibus  Reconciliation  Act,  which  eliminated  the  applica- 
tion requirements  of  the  CDBG  program,  also  eliminated  provisions  under 
Sec.  104(g)  which  required  HUD  to  review  and  approve  all  agreements  with 
lending  institutions  on  a  case-by-case  basis.  HUD  also  was  required  to 
determine  whether  each  agreement  met  the  minimum  benefit  standards 
prescribed  by  statute. 

The  1983  amendments  proposed  by  HUD  ask  for  a  repeal  of  Section 
104(g).  The  department's  primary  justification  for  repeal  is  that  Sec. 
104(g)  is  the  only  provision  among  block  grant  programs  that  allow  funds 
to  be  drawndown  before  commitment.  Furthermore,  HUD  finds  that  even 
though,  by  statute,  use  of  the  deposited  funds  must  begin  within  45 
days,  there  is  no  limit  on  when  all  of  the  deposited  funds  must  be  used. 

HUD's  second  line  of  reasoning  is  that  lump  sum  drawdowns  are  not 
necessary  to  achieve  private  participation  in  order  to  leverage  funds. 
They  allege  evidence  of  about  200  programs  (out  of  over  700)  which 
involve  significant  private  lending  without  the  lump  sum  agreements. 

Furthermore,  HUD  estimates  that  actual  drawdown  amounts  under  this 
provision  from  1976*  through  1981  are  estimated  to  total  between  $300  - 
400  million.  The  federal  government  is  thus  "forced"  to  "borrow"  funds 
at  high  rates  of  interest  long  before  their  actual  commitment  to  eligi- 
ble projects.  According  to  HUD,  eliminating  this  feature  could  potentially 
save  the  federal  government  millions  of  dollars  in  interest. 

Local  experience:  A  number  of  localities  have  provided  NAHRO  with 
information  on  their  experience  with  the  lump  sum  drawdown  provision.  A 
substantial  number  of  benefits  are  attributed  to  the  use  of  the  drawdown/ 
deposit  arrangements.  Among  these  benefits  are  the  following: 

1.   Increased  participation/familiarity  between  public  and  private  sectors. 
The  benefits  of  this  relationship  are  far  reaching.  Not  only  do  local 
officials  learn  to  have  a  greater  understanding  of  each  others  needs  and 
purposes,  but  the  citizens  learn  how  to  deal  with  lending  institutions 
and  local  governments  become  more  responsive  to  needs  of  businesses. 
(Kenosha,  Wisconsin) 


♦Amendment  officially  allowing  the  use  of  the  drawdown/deposit  was  passed  in  1977 
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2.  Leveraged  funds  for  increased  rehabilitation.  Regardless  of  initial 
leveraging  ratios,  deposits  of  CDBG  funds  into  lending  institutions  are 
resulting  in  increased  resources  to  meet  local  housing  rehabilitation 
needs.  Initial  agreements  with  one  lending  institution  promotes  other 
such  agreements  with  competing  lenders.  The  increased  interest  and 
competition  among  lenders  can  only  result  in  better  deals  for  the  cities. 
As  cities  themselves  become  more  sophisticated  financially,  they  are 
able  to  extract  a  higher  ratio  of  private  funds.  (San  Diego,  Calif.) 

3.  Benefits  to  low  and  moderate  income  persons  and  those  projects  otherwise 
unable  to  be  rehabbed.    Banks  normal  maximum  term  for  rehabilita- 

tion  loans  would  be  seven  years.  Because  of  the  benefits  obtained  from 
an  initial  deposit  (interest-bearing)  with  the  bank,  the  bank  makes 
loans  available  for  up  to  twenty  years.  This  extension  is  critical  when 
dealing  with  substantial  rehabilitation  costs  and  lower  income  applicants. 
(Akron,  Ohio) 

4.  Immediate  working  capital.  One  of  the  most  troublesome  problems  in 
local  rehabilitation  programs  has  been  contractor  participation.  Most 
contractors  can  not  afford  to  carry  expenses  until  a  city  receives  money 
from  HUD  and  the  city's  own  accounting  process.  Payments  from  lump  sum 
drawdowns  speed-up  the  system  considerably.  A  city  can  make  payments 
within  three  days  of  inspections.  This  system  provides  localities  with 
more  control  and  has  increased  significantly  the  number  of  contractors 
who  are  participating.  More  contractors  are  able  and  willing  to  partici- 
pate because  payments  can  be  made  much  quicker  and  easier.  (Pittsburgh,  PA) 

NAHRO  recommendation:  Local  experience  is  admittedly  varied  in  regards 
to  successful  use  of  lump  sum  drawdown.  However,  many  agencies  have 
used  the  provision  effectively.  Were  it  not  for  the  lump  sum  drawdown 
procedures  many  valuable  and  useful  housing  programs  would  not  have  been 
implemented. 

NAHRO  recommends  that  clear  standards  on  the  use  of  the  lump  sum 
drawdown  should  be  developed  by  HUD.  In  the  event  a  program  does  not 
meet  these  standards,  interest  income  should  be  returned  to  HUD  and  the 
locality  should  be  barred  from  participating.  Suspension  of  a  locality's 
participation  should  be  continued  until  it  satisfies  the  department's 
criteria.  Department  criteria  should  be  expanded  to  include  :  1)  past 
performance, 2)  favorable  rates  of  return  on  investment, 3)  time  limits  on 
use  of  lump  sum  deposit  agreed  upon  between  cities,  HUD  and  private 
sector. 

NAHRO  thinks  it  would  be  shortsighted  to  see  the  lump  sum  drawdown 
as  simply  a  drain  on  the  Treasury.   It  is  a  unanimous  feeling  among  our 
members  that  benefits  derived  from  proper  use  of  lump  sum  drawdown 
agreements  should  not  be  lost  because  of  instances  of  abuse.  We  are 
supportive  of  regulatory  changes  which  can  correct  inefficiencies  of 
some  local  agreements  and  would  be  willing  to  work  with  HUD  to  improve 
upon  its  existing  regulations. 
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Senator  Tower.  Mr.  Spence. 

LEWIS  H.  SPENCE,  DIRECTOR,  BOSTON  PUBLIC  HOUSING  AU- 
THORITY, BOSTON,  MASS.;  REPRESENTING  COUNCIL  OF  LARGE 
PUBLIC  HOUSING  AUTHORITIES 

Mr.  Spence.  Thank  you,  Senator.  We've  submitted  testimony  of 
the  Council  of  Large  Public  Housing  Authorities,  so  I'd  like  to  sum- 
marize that  testimony  rather  than  reading  it. 

FMR  ISSUES  AND  PROPOSALS 

Briefly,  I  want  to  concentrate  on  the  FMR  issues  and  some  pro- 
posals for  alternative  approaches  and  then  mention  very  briefly 
three  or  four  other  issues  that  I  think  it's  important  that  this  com- 
mittee consider  with  respect  to  the  Fair  Market  Rent  System,  also 
known  as  the  Federally  Mandated  Rent  System. 

Let  me  just  say  there  are  three  areas  where  it  seems  to  us  that 
the  FMR  system  is  fundamentally  flawed.  It  is  first  of  all  flawed  in 
theory.  It's  flawed  in  theory  because  in  fact  the  public  housing  pro- 
gram was  conceived  to  fill  the  gaps  that  private  markets  couldn't 
meet. 

Unfortunately,  what  the  FMR  theory  suggests  is  instead  that 
Federal  investment  in  public  housing  track  rather  closely  private 
investment.  What  this  means,  for  example,  is  that  in  Philadephia 
where  presumably  low  market  rents  have  led  to  the  abandonment 
of  40,000  units  of  housing  in  the  last  few  years,  there's  substantial 
risk  that  an  FMR  system  would  say,  "Where  there's  private  disin- 
vestment, so  also  should  the  Federal  Goverment  disinvest." 

It  seems  to  me  precisely  the  opposite  should  be  true.  This  is  the 
counterbalance — this  program  must  be  the  counterbalance  to  the 
vagaries  and  problems  of  private  market  housing,  particularly  with 
respect  to  low-income  people. 

The  theory  then  seems  to  me  fundamentally  flawed.  With  re- 
spect to  its  administration,  the  FMR  system  would  also  be  subject 
to  enormous  risk  of  manipulation.  I  believe  and  take  as  truthful 
and  candid  Mr.  Abrams'  statements — Secretary  Abrams'  statement 
that  the  administration  and  HUD  is  not  looking  to  use  this  system 
to  simply  be  a  cost  cutting  device.  Unfortunately,  I  think  0MB 
clearly  is.  HUD  came  up  with  the  proposal  first,  looking  at  50  per- 
cent of  recent  moves  as  the  way  of  determining  a  fair  market  rent 
level.  It  produced  a  70-percent  increase  in  the  total  operating  subsi- 
dy for  public  housing,  and  that  clearly  was  unacceptable  to  0MB. 

The  result  is  that  the  whole  system  has  been  enormously  manip- 
ulated so  that  we're  now  down  to  40  percent  of  all  rentals  to  estab- 
lish what  the  FMR  would  be.  Clearly  as  a  cost-containing  measure 
mandated  by  0MB — the  result  I  think  is  devastating  for  authori- 
ties and  it  opens  up  the  possibility  of  annual  manipulations  as 
0MB  each  year  says,  "Wait  a  minute.  In  order  to  balance  the 
budget  on  the  backs  of  the  public  housing  this  year  we  have  to 
make  it  30  percent  of  all  rents,  or  45  percent  of  recent  moves." 

It's  endlessly  manipulable,  and  that  seems  to  me  a  very  substan- 
tial danger  in  an  industry  that  desperately  needs  stability  to  be 
able  to  function. 
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The  third  and  major  flaw,  it  seems  to  me,  in  this  is  the  complex- 
ity of  the  system  as  it's  evolved.  That  complexity  derives  from  the 
0MB  demands  for  cost  cutting,  and  what  we  have  is  not  an  FMR 
system  but  an  FMR  system  on  top  of  a  PES  system. 

What  we  have  is  something  that  says,  "If  you  would  get  more 
under  the  FMR's,  whose  purpose  was  to  simplify,  then  you  have  to 
go  back  and  calculate  what  you  can  get  under  PFS,  which  is  the 
system  we  already  have,  compare  the  two,  and  then  you  get  the 
lower  of  the  two." 

That  seems  to  me  to  have  made  hopelessly  complex  what  was  in- 
tended to  be  a  simplifying  mechanism  driven,  I  think,  by  cost-con- 
tainment concerns. 

Finally,  let  me  just  mention  its  devastating  actual  impact.  The 
impact  of  this  program  is,  I  think,  obscured  by  the  mix  of  two 
things:  one,  we're  talking  about  operating  costs;  two,  we're  talking 
about  capital  investment.  The  replacement  reserve  notion  is  an  at- 
tempt to  add  capital  investments  to  the  regular  stream  of  income 
of  local  housing  authorities,  to  the  extent  that  authorities  receive 
more.  That  is  the  combination  of  replacement  reserves  plus  normal 
operating  costs. 

The  actual  impact  on  local  authorities— and  let  rne  just  give  you 
some  examples:  Baltimore.  For  all  authorities  there's  a  scaled-down 
process.  You  can't  lose  more  than  5  percent  a  year,  but  for  the 
great  majority  of  authorities,  you  will  be  scaled  down  over  a  period 
of  years. 

The  bottom  end  of  that  process  for  Baltimore  is  a  35.6-percent  re- 
duction in  dollars  submitted  to  public  housing  in  Baltimore. 

Boston:  38.6-percent  reduction  in  dollars  going  to  Boston's  public 
housing.  Harrisburg,  Pa.:  35-percent  reduction  in  dollars  going  to 
public  housing.  Houston:  26-percent  reduction.  Jersey  City:  a  62- 
percent  reduction.  Mobile,  Ala.:  a  28-percent  reduction.  New  York 
City:  a  34-percent  reduction.  Philadelphia,  a  35-percent  reduction. 

As  both  Mr.  Struyk  and  Mr.  Maffm  have  pointed  out,  this  is  a 
program  in  which  the  pie  is  made  much  smaller  and  the  result  of 
course  is  disinvestment  in  public  housing  at  a  time  when  this  be- 
comes ever  more  a  safety  net  for  the  poor. 

We  believe  that  there  are  very  positive  alternatives,  and  I  share 
with  Mr.  Maffm  and  Mr.  Struyk  their  recommendations  with  re- 
spect to  changes  in  the  performance  funding  system,  the  adjust- 
ments in  the  inflation  rate,  the  ex-post  facto  adjustments,  some 
kind  of  an  appeals  process,  and  other  such  changes  that  are  listed 
both  in  my  testimony  and  that  of  others. 

We  do  believe  that  these  kinds  of  management  incentives  can 
provide  improvement  in  the  public  housing  program  and  in  the 
management  of  public  housing,  both  changes  in  the  PFS  and  the 
addition  of  strengthened  incentives  in  the  area  of  rent  collection, 
vacancies  and  the  like,  and  improved  performance  in  local  housing 
authorities  across  the  Nation. 

But  I  would  have  to  be  candid.  I  don't  think  there's  such  a  thing 
as  a  distribution  system  that  assures  in  any  industry  that  every  in- 
stitution will  function  well.  There  are  variations  in  the  quality  of 
school  systems  and  the  quality  of  hospitals,  and  the  quality  of  edu- 
cational institutions. 
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In  every  industry  we  see  good  and  bad.  The  problem  is  to  provide 
an  allocation  system  that  encourages  sound  performance  and  then 
define  ways  to  intervene  to  deal  with  destructive  or  failed  perform- 
ance. 

We  would  propose — and  we  have  been  discussing  this  in  the 
Council  of  Large  Housing  Authorities  for  some  time — ways  to  do 
that.  We  have  a  general  consensus  on  the  notion  that  peer  review 
and  industry-developed  standard  approach^  ust  as  the  health  in- 
dustry has  done  it,  just  as  higher  education  has  done  it,  and  other 
such  industries — is  an  approach  that  makes  a  great  deal  of  sense. 
There  are  existing  laws  out  there  we  can  draw  from. 

The  kind  of  thing  we're  thinking,  and  I  can't  speak  for  all  of  our 
organizations  on  this  because  it's  still  an  issue  under  discussion, 
but  the  kind  of  thing  we're  thinking  about  is  something  like  an  ac- 
creditation process:  a  5-year  accreditation  with  reviews  made  up  of 
experts  in  the  field  of  public  housing,  a  peer  review  kind  of  process 
to  determine  if  the  local  housing  authorities  should  receive  a  re- 
newed accreditation  for  a  5-year  period  to  determine  the  authori- 
ties that  are  weak,  seek  and  provide  peer  review  and  technical  as- 
sistance to  strengthen  them,  and  if  they  still  fail,  then  to  provide  a 
basis  under  which  an  authority  would  lose  its  accreditation,  and 
HUD  might  then  intervene  strongly. 

That  kind  of  process  is  the  kind  of  process  we're  thinking  about. 
We  would  urge  that  this  committee  give  serious  consideration  to  if 
HUD  can  be  directed  to  support  the  industry  in  the  develoment  of 
industry  standards  and  a  per  review  process  to  enforce  those  indus- 
try standards. 

I  think  that  would  be  an  enormously  valuable  contribution  to  the 
maturing  of  this  industry  and  to  making  of  public  housing  a  sound 
and  solid  program  across  the  Nation. 

Finally,  if  I  could,  let  me  mention  very  quickly  a  couple  of  minor 
issues  in  some  senses,  minor  compared  to  the  issues  we  were  dis- 
cussing with  respect  to  the  future  of  public  housing,  but  I  think 
critically  important. 

Fair  market  rent  levels  for  the  section  8  existing  program.  These 
have  remained  steady  since  1981.  Housing  authorities  across  the 
country  are  beginning  to  have  increasing  difficulty  making  the  sec- 
tion 8  existing  program  work.  HUD  is  proposing  to  further  essen- 
tially reduce  those  fair  market  rent  levels  by  the  adoption  of  this 
40  percent  as  opposed  to  50  percent  standard,  and  changing  the 
base. 

The  result,  we  believe,  of  that  will  be  this  coming  year  three 
things:  one,  the  section  8  existing  program  will  have  many  more 
failures  in  it,  many  more  low-income  people  unable  to  find  housing 
in  the  private  market,  even  with  the  assistance  of  section  8  existing 
subsidies. 

Two,  the  quality  of  housing  that  those  who  do  find  housing  will 
find  will  diminish;  and  three,  the  racial  and  economic  segregation 
of  those  low-income  persons  will  increase  and  rather  than  being  a 
program,  as  it  was  initially  intended,  to  reduce  racially  and  eco- 
nomically impacted  areas,  that  production  method  will  have  exact- 
ly the  opposite  effect.  It  will  increase  the  incidence  of  both  econom- 
ic and  racial  concentration  in  ways  that  I  believe  will  be  destruc- 
tive to  housing  markets  and  to  our  national  well-being  overall. 
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I  hope  that  this  committee  and  HUD  will  give  real  attention  to 
that. 

Second,  we're  concerned  about  potential  delays  in  the  distribu- 
tion of  fiscal  year  1983  modernization  jobs  stimulus  funds.  The  ad- 
ministration has  been  considering  and  is  proposing  a  change  in 
midcourse  in  those  regulations.  I  think  that  may  be  under  review 
by  the  administration.  I  hope  the  administration  will  not  make 
those  midcourse  changes,  particularly  with  respect  to  housing  qual- 
ity standards,  so  that  that  money  can  move  out  fast  and  we  can 
work  together  with  HUD  to  move  those  dollars  quickly. 

Finally,  we  would  like  to  emphasize  the  issues  of  special  prob- 
lems in  public  housing  development,  and  urge  the  committee  to 
give  to  local  housing  authorities  the  discretion  to  reprogram  exist- 
ing development  dollars,  either  for  alternative  development  pro- 
grams or  for  modernization  and  improvements  in  all  housing  au- 
thorities. 

So  those  additional,  less  critical,  but  nonetheless  important 
points  I  did  want  to  touch  on. 

Thank  you  for  your  time. 

[The  complete  statement  follows:] 
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Testimony  of  Lewis  H.  Spence,   Court-Appointed  Receiver  of  the 
Boston  Housing  Authority,   on  behalf  of  the  Council  of  Large 
Public  Housing  Authorities  (CLPIIA) 

Mr.  Chairman,   my  name  is  Harry  Spence  and  I  am  the  court-appointed 
receiver  of  the  Boston  Housing  Authority.    I  am  speaking  today  on 
behalf  of  the  Council  of  Large  Public  Housing  Authorities  (CLPHA) . 
CLPllA  was  organized  in  1981  and  now  includes  31   Public  Housing  Authorities 
(PHAs)  as  members.    These  Authorities  taken  together  manage  approximately 
30%  of  the  federally-assisted  conventional  public  housing  program. 

I  would  like  to  thank  you  and  the  staff  of  the  committee  for  the 
opportunity  to  be  here  today.   This  committee  has  consistently  taken  a 
deep  interest  in,   and  shown  strong  support  for,   the  public  housing 
program  in  the  past.    We  were  happy  to  have  had  the  opportunity  on 
January  21  to  make  a  presentation  to  committee  staff  on  CLPHA' s  views 
concerning  HUD ' s  proposed  Fair  Market  Rent  system  for  funding  public 
housing  operating  subsidies  and  modernization  programs.   Since  that 
meeting,   committee  staff  have  been  in  touch  with  the  Council  regularly, 
and  have  strongly  encouraged  us  to  develop  and  present  our  own  views 
on  what  kinds  of  improvements  we  think  could  be  made  to  the  existing 
public  housing  system.   I  would  like  to  present  these  recommendations  to 
the  committee  today. 

I  therefore  would  like  to  spend  most  of  my  allotted  time 
talking  about  the  "Fair  Market  Rent"  system  which  HUD  is  proposing  to 
use  for  funding  public  housing  beginning  in  federal  FY8A ;   and  the 
Council's  alternatives,   which  include  substantial  improvements  to 
the  current  Performance  Funding  System  as  well  as  a  new  system  of 
industry-approved  performance  standards  and  a  program  of  peer  group 
assistance . 

At  the  conclusion  of  my  remarks,   1  would  also  like  to  comment  on 
HUD's  proposed  changes  in  the  Fair  Market  Rent  levels  for  the  Section  8 
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"existing"  program;   the  delays  that  are  being  caused  in  this  year's 
modernization  program  by  HUD ' s  mid-year  efforts  to  change  the  rules; 
the  Council's  requested  funding  levels  for  public  housing  programs  in 
FY84 ;   and  a  special  appeal  to  allow  local  Public  Housing  Authorities 
to  re-program  development  funds  which  have  been  committed  to  the 
Authorities  but  which  have  been  unusable  through  no  fault  of  the 
Authorities  themselves. 


1.   Funding  System  for  Public  Housing  Operating  Subsidies  and  Modernization. 

Mr.  Chairman,   normally  we  come  before  your  committee  each  yenr 
to  testify  about  our  estimates  of  the  funding  requirements  for  public 
housing,   and  any  "mid-course  corrections"  that  might  be  needed  to  change 
or  improve  the  program.   This  year,   however,   we  have  before  us  a  pro- 
posal from  HUD  that  goes  to  the  very  heart  of  public  housing.    This 
proposal  has  been  called  a  "Fair  Market  Rent"  system  by  HUD,   but  someone 
has  more  aptly  named  it  the  "Federally  Mandated  Rent"  system. 

The  justification  behind  these  proposals  combines  a  mixture  of  bad 
housing  economics  with  a  morality  play.   Originally,   HUD's  posture  was 
that  public  housing  shouldn't  cost  more  than  private  market  housing  to 
run,   period.   More  recently,   HUD  has  taken  the  position  that  the  reason 
for  the  FMR  system  is  that  HUD  should  not  have  to  pay  more  to  subsidize 
a  low-income  household  in  public  housing  than  the  least-expensive  alter- 
native,  namely  a  housing  "voucher"  or  "modified  Section  8  certificate. 
Under  this  new  rationale,   the  actual  costs  of  operating  public  housing 
and  providing  associated  services  is  ignored  in  favor  of  a  system  whose 
primary  objective  is  "cost-containment." 

We  have  had  the  opportunity  to  present  our  objections  to  the  FMR 
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extensively  on  a  prior  occasion.    I  would  like  to  summarize  these 
arguments  in  the  next  few  minutes. 

a)   Theory.     First,   the  theory  behind  the  proposed  Fair  Market 
Rent  System  is  supported  neither  by  research  nor  by  common  sense. 
There  is  no  convincing  evidence  that  public  housing  is  comparable  to 
the  private  market  housing  whose  rents  HUD  would  use  as  the  standard 
under  the  new  system.    The  real  situation  is  just  the  opposite:   public 
housing  was  designed  to  serve  exactly  those  households  whose  needs  were 
not  being  adequately  served  in  the  private  market.    Public  housing 
involves  costs  and  services  which  the  private  market  does  not  provide. 

In  many  of  our  nation's  cities,   and  especially  in  the  central 
cities  which,   as  the  U.S.  Census  of  1980  showed,   are  becoming  increas- 
ingly the  locus  of  greater  concentrations  of  low-income  families, 
market  rents  are  not  adequate  now  to  sustain  good  quality  rental  housing 
in  the  private  market,   except  in  certain  cases  in  the  luxury  sector. 
In  Philadelphia  alone,   over  40,000  landlords  have  abandoned  their 
properties  over  the  last  decade.   When  the  private  market  can't  make 
money  at  market  rents,   it  gets  out  of  the  bu.'^iness.    Pegging  public 
housing  costs  to  private  market  rents  threatens  to  reproduce  the  same 
conditions  in  the  public  housing  sector.   But  the  public  housing  pro- 
gram has  a  mandate  from  Congress  exactly  not  to  abandon  the  difficult 
task  of  providing  low-income  housing. 

Another  illustration  of  the  theoretical  problems  with  FMR  is  that 
swings  in  the  private  rental  market  in  an  area  will  produce  changes  in 
public  housing  revenues  that  are  arbitrary  and  completely  unrelated 
to  the  costs  of  the  .\uthority  or  tlic  tasks  it  is  responsible  for  accomp- 
lishing.   The  current  funding  structure  for  public  housing  was  intended 
to  provide  a  reliable  cost-bar'd  system  and  avoid  these  arbitrary 
swings  in  the  housing  market. 
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b)   Inadcquatt-'  djlia  and  analysis  presetits  problems  in  establishing 
reasonable  Fair  Market  Rent  levels.    In  spite  o£  the  extensive  analysis 
and  data-gathering  efforts  that  have  been  carried  out  by  HUD  in  evaluat- 
ing potential  alternatives  to  the  present  Performance  Funding  System, 
there  is  still  no  convincing  data  that  indicates  what  would  be  a  real 
and  "fair"  level  at  which  Fair  Market  Rent  levels  should  be  set, 
how  these  figures  would  be  developed,   and  how  the  other  factors  in  the 
formula  would  be  determined. 

One  of  the  options  evaluated  was  to  set  the  standard  at  the  middle 
(median,   50th  percentile)   of  the  private  market  rent  distribution. 
hud's  current  proposal  sets  the  standard  at  considerably  below  the 
middle   (at  the  40th  percentile),   which  means  that  most  rent  levels 
would  be  at  only  75-80%  of  the  average  for  the  area.    The  principal 
justification  presented  by  HUD  appears  to  be  that  the  lower  level  would 
cost  the  federal  government  less.   Certainly,   no  relationship  has  been 
drawn  to  housing  authority  costs,   in  making  this  distinction. 

The  FMR  system  also  assumes  that  one  average  rent  level  can  be 
developed  that  will  apply  to  all  PHAs  in  a  metropolitan  area.   All 
studies  of  public  housing,   however,   have  shown  that  the  per  unit  costs 
of  operating  and  managing  public  housing  varies  by  Authority  size. 
Unlike  stretch  socks,   "one  size  does  not  fit  all."   While  HUD's  pro- 
posed formula  would  vary  the  subsidy  by  bedroom  size,   and  may  allow  a 
special  adjustment  for  high-rise  buildings,   the  Council  does  not  believe 
that  these  "adjustments"  are  nearly  adequate  to  reflect  the  differential 
costs  of  doing  business  that  are  experienced  by  Authorities  in  the  real 
world. 

Another  problem  is  that  the  private  market  housing  which  UUU  would 
use  to  establish  the  standards  is  generally  not  structurally  comparable 
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to  public  housing  in  the  same  areas.    In  many  regions,   a  substantial 
proportion  of  tlie  rental  HtocU  (.■unsists  of  diic-  or  two-unit  liousin;; 
structures,   not  high-rise  elevator  buildings.   The  condition  of  these 
units  is  also  often  superior  to  the  condition  of  public  housing  units. 

In  addition,   there  are  a  number  of  problems  involved  in  using 
the  available  census  data  for  establishing  standards.   The  Annual 
Housing  Census  is  taken  only  for  certain  metropolitan  areas  of  the 
country,   at  intervals  as  long  as  seven  years  apart.   In  other  regions 
and  between  years,   estimates  would  be  necessary.    The  definition  of 
which  units  to  include  for  comparison  purposes  also  presents  many  un- 
resolved problems. 

c)   Complexity  introduced  by  cost-containment  requirements. 
As  I  have  tried  to  clarify  above,   Mr.  Chairman,   there  would  be  serious 
problems  in  developing  a  Fair  Market  Rent  system  even  if  the  objective 
were  to  be  as  fair  as  possible  to  the  Authorities.   Even  beyond 
this,   however,     the  task  has  been  made  impossibly  complex  by  HUD ' s 
additional  and  over-riding  objective  of  reducing  over-all  federal  housing 
subsidy  costs. 

hud's  own  studies  of  the  costs  of  a  Fair  Market  Rent  system,   using 
the  50th  percentile  (median)  standard,   showed  that  the  total  costs  of 
the  new  system  could  equal  over  70%  more  than  the  current  Performance 
Funding  System.   As  a  result  of  this  evidence,   IIUD  has  put  such  a  severe 
"cap"  on  the  new  subsidy  levels,   based  upon  limiting  the  increase  PHAs 
would  get  from  the  current  system,   that  it  is  now  estimated  that  91% 
of  the  Authorities  would  get  a  subsidy  under  FMR  that  was  actually  basud 
on  the  old  PFS  formula.     These  numbers  would  continue  to  determine  the  - 
subsidy  received  by  these  PHAs  in  the  future,   adjusted  only  by  an  annual 
inflation  factor.   T1iis  is  a  stunning  indictment  of  the  f.iilure  of  HUD 
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to  come  up  with  a  Fair  Market  Rent  system  that  works. 

Other  complexities  have  been  introduced  by  \i\JD    to  meet  its  cost- 
containment  requirements.   A  replacement  allowance  was  designed  to 
be  equal  to  25%  of  the  Authority's  old  "allowable  expense  level"  (AF.L). 
Even  this  was  substantially  lower  than  the  funds  most  PHAs  could  expect 
to  receive  annually  under  the  existing  Comprehensive  Improvements 
Assistance  Program  (CIAP)  for  modernization.   Apparently  this  option 
was  still  too  expensive,   however,   and  has  now  been  further  cut  to 
equal  only  20%  of  the  old  "AEL . "     There  has  been  no  adequate  justi- 
fication by  HUD  of  either  formula. 

In  summary,   Mr.  Cliairman,   I  would  like  to  repeat  our  arguments  in 
opposition  to  the  proposed  Fair  Market  Rent  system: 

•  it  is  poor  in  theory,   and  relies  upon  faulty  comp.irisons  between 
public  housing  and  private  sector  housing; 

•  the  system  is  too  easily  manipulable  --  there  has  been  a  lack  of 
data  and  analysis  that  would  provide  anything  like  fair  or  objective 
standards  for  determining  the  amount  of  subsidy  needed  by  Authorities;   and 

•  the  system  has  become  exceedingly  complex,   resulting  from 
hud's  and  0MB '  s  goal  being  cost  containment  irrespective  of  the  impact 
upon  sound  housing  management. 


359 


2.   Iinprovcmcilts  in  tlu-  C^iirri'iU  Sy.-Ut-m  I'lupuscd  by  CI.I'IIA. 

In  contrast  to  tlu-  ratlic.il  cluiii;;rs  hcin^  proposed  by  IIUD  in  the 
way  Chat  operating  subsidies  and  modernization  arc  funded,   the 
Council  has  developed  a  number  of  sound,  substantial  proposals  which 
we  believe  can  work  and  will  improve  the  quality  of  public  housing 
management . 

a)   Technical  improvements  to  PFS . 

The  first  of  these  relates  to  the  annual  inflation  rate  for 
the  non-utility  line  item.   These  rates  arc  projected  far  in  advance 
for  all  PHAs  by  IIUD  in  Washington,  D.C.    Wc  propose  that  there  be  an 
"ex  post"  adjustment  to  these  rates  made  in  n  way  comparable  to  the 
adjustmenc  factors  llllO  now  uses  for  the  utility  lino  item,   to  allow 
for  real  inflation  rates  as  opposed  to  those  projected  long  before  the 
beginning  of  the  PHAs'  fiscal  years. 

The  second  is  that  HUD  should  allow  PHAs  to  use  a  five-year 
rolling  base  for  budgeting  their  utility  costs,   excluding  the  year 
immediately  preceding  the  budget  year.    MUD  currently  allows  a  three- 
year  rolling  base.   Extending  the  period  to  five  years  allows  PHAs  to 
recapture  savings  from  energy  conservation  over  a  period  more  likely  to 
bi-  comparable  to  the  payback  period  for  Lhr  i>ri)',inal  energy  conservation 
investments,   and  thus  encourages  more  such  investments. 

A  third  is  establisli  a  carefully  controlled  appeals  process 
that  would  give  HIID  a  procedure  to  (h-.il  wi  tli  I'MAs  with  special  problems 
that  cannot  adequately  b<'  liandleil  under  the  existing  formula.   Tlie 
amount  of  funding  that  could  be  releasi-d  through  the  appeals  mechanism, 
and  the  number  of  times  a  I'llA  could  use  cliis  mechanism  during  any  given 
period  of  time  would  be  limiteil. 

FiMirth,   the  method  nl"  c;ilnilating  the  ch.Tnj;e  in  the  per  unit 
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subsidy  used  to  reflect  the  changing  operating  circumstances  of  the 
Housing  Autliority  (  thu  "Drlt.i"  l.-icLor)  should  ho  simplified. 

Fiftli,  a    review  should  be  undi^rtaken  as  to  whether  or  not 
the  PFS  base-yoar  figures  adequately  reflect  tlie  current  1983  cost 
differentials  of  I'HAs  with  regard  to  family  size.    The  Council  be- 
l  i»'V>s  that  till'  losl  of  housing  l.irj',!'  f.-imilii's  is  growing  as  a  ratio 
to  smaller  families  and  eldcirly  households,   and  that  widening  diffiT- 
untial  needs  to  be  reflected  in  a  forniiil.i  ,ul  jtistnient . 
b)  Management  incentives. 

One  of  our  major  concerns  i.s  tliat  when  PIlAs  make  a  special 
effort  to  gain  outside  sources  of  funds  to  supplement  PHA  revenues  and 
operating  subsidies,   these  not  automatically  be  deducted  from  the  federal 
operating  subsidy.   Wo  would  like  to  encourage  Housing  Authorities  to  go 
after  CDBG  funds.   Low  Income  h'nergy  Assistance  Funds,   private  founda- 
tion HMinoy,   and  oil  comp.iny  overch.irge  rcb;ites,   just  m;    examples. 
In  some  of  these  cases,   a  partial  dedutl  ioci  may  l)e  justified.   1  would 
like  to  point  out,   however,   th.it  in  each  ease  Ch(^  application  for 
these  fund.s  hy  tin-  I'llA  reciuires  liiiie,   enerj'.y,   st-iff  and  iiKjney .   Any 
rilA  will  be  relucl;int  to  invi'st  its  liniiled  finwls  .iiid  technical  and  legal 
staff  resources  in  these  appl  i  cat  ii)ns  if  all  of  tin;  resulting  funds  are  to 
bi>  deducted  from  operating  .subsidy.   Wi-  would  therefore  like  to  call  upon 
HDD  to  review  its  policies  in  these  are.is  Lo  provide  greater  PIIA  incentives 
to  applying  for  outside  funds. 

In  addition,   the  Council  believes  that  HUD  could  develop  some 
specific  management  incentives  for  good  PHA  performance  in  managin;;  the 
properties.    Owe   e.xample  would  l)e  Lo  allow  I'llAs  lo  keep  some  proportion, 
say  '>()"'.,   of  the  iiicre.ised  revenues  ii'sulliu);  from  increased  occupancy 
rates,   for  a  pi'riod  of  ,it  le.isl  three  ye.irs.    Ill  the  priv.ite  market,   the 
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lack  of  such  incentives  often  leads  to  the  abandonment  of  private 
market  housing  properties.   The  same  principal  could  be  applied  to 
reducing  arrearages  in  rents  in  public  housing.     These  kinds  of 
measures,   if  carefully  limited,   would  not  result  in  "slush  funds," 
surpluses,   or  increased  operating  reserves  for  Public  Housing 
Authorities.   Rather,   they  would  simply  pay  back  the  Authority  for 
the  costs  incurred  in  making  the  necessary  management  improvements.  ". 
This  is  the  kind  of  payback   which  is  widely  recognized  as  being  ef- 
fective in  the  private  sector. 

c)   Establishment  of  rent  levels.     In  terms  of  rent  levels, 
the  Council  'continues  to  support  a  return  to  the  25%  rent-income- 
ratio,   or  at  the  minimum  a  freeze  at  the  current  27%  level.   The 
Council  also  supports  maintaining  deductions  for  households  with 
working  people  in  them.   Most  of  these  deductions  would  be  eliminated 
in  hud's  new  regulations  (for  example,   child  care  deductions  and 
deductions  for  travel  to  work).   We  believe  it  is  essential  to  con- 
tinue to  provide  fair  treatment  to  working  households  in  order  to 
enable  them  to  be  an  important  part  of  the  public  housing  community 
at  the  local  level.    Wo  also  .support  giving  PlIAs  the  option  of  in- 
stituting ceiling  rents  for  a  limited  proportion  of  their  units, 
provided  that  these  ceiling  rents  would  be  no  lower  than  some  fixed 
proportion  of  comparable  private  market  rents. 

3.   Industry-Approved  Performance  Standards  with  Peer  Group  Assistance. 

When  the  original  Performance  Funding  System  was  put  into  place 
in  the  mid-197fl's,   it  wa.s  envisioned  LbaL  eventu.nlly  a  set  of  perform- 
ance standards  would  be  developed  to  accompany  the  system.   Due  to  the 
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great  variety  in  local  PHA  circumstances  and  conditions,   as  well  as 
the  problems  associated  with  developing  fair  and  adequate  performance 
measures,   this  task  has  never  been  carried  out.    The  Council  believes, 
however,   that  the  time  has  now  come  for  tackling  this  problem  through 
a  system  of  industry-approved  performance  standards  with  peer  group 
technical  assistance. 

The  questions  one  can  always  ask  about  such  standards  include: 

•  who  will  set  the  standards,   and  how? 

•  what  will  the  standards  be? 

•  how  will  they  be  used,   and  by  whom? 

•  what  will  happen  to  those  who  fail  to  meet  the  standards? 
The  setting  of  standards  should  always  be  looked  at  in  the  context 

of  how  they  will  be  used,   and  whether  or  not  they  will  do  any  good. 
Clearly,   Housing  Authorities  do  not  like  the  idea  of  an  oversimplified 
system  in  which  simplistic  standards  arc  adopted  uniformly  on  a  nation- 
wide basis,   and  then  penalties  are  applied  to  PHAs  that  do  not  meet 
these  standards.    This  approach  seems  unlikely  to  reform  troubled 
PHAs.   On  the  contrary,   there  is  every  reason  to  believe  that  such 
an  approach  would  instead  result  in  a  reduction  in  subsidies  to  those 
PHAs  which  are  the  most  troubled  (and  in  the  most  need),   with  a  con- 
sequent reduction  in  management's  ability  to  deal  with  those  very  problems. 

Although  the  Council  has  not  adopted  a  final  position  on  these 
issues  as  a  group,   I  would  like  to  present  today  the  kind  of  thinking 
that  we  have  done  about  how  to  address  problems  of  performance  and  how 
to  provide  means  of  intervention  where  there  is  poor  performance.   There 
are  clearly  a  variety  of  PHAs,   both  good  performers  and  bad,   and 
remedies  are  needed  where  incentives  fail. 
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Instead  of  adopting  a  sysLuin  oC  penalti'S,   liowever,   CLPHA 
proposes  that  HUD  be  mandated  by  Congress  to  work  with  the  public 
housing  industry  to  develop  industry-approved  standards,   reflecting 
the  individual  circumstances  of  each  PHA.    The  appropriate  industry 
groups  which  would  be  involved  in  this  process  would  include  the 
major  actors  such  as  the  Council  (CLPHA),   NAHRO  and  PHADA.   There 
are  already-existing  models  in  both  the  education  and  hospital  fields 
that  could  be  used  to  establish  such  a  process  of  developing  standards. 

The  Council  believes  that  it  is  most  important  to  develop  these 
standards  for  the  largest  PHAs ,   for  example  the  largest  150  which 
manage  approximately  two  thirds  of  all  the  conventional  public  housing 
units  in  the  nation.   A  review  process  for  these  PHAs  could  involve 
reviewing  30  Authorities  per  year,   on  a  five-year  cycle,   a  managable 
process.     The  object  of  the  reviews  would  be  to  determine  whether  or 
not  the  PHAs  desorvcd  an  accrcdi tat  ion  rating,   again  based  on  models 
in  the  education  and  hospital  fields.     One  of  the  results  of  the 
reviews  would  be,   for  troubled  PHAs,   to  lay  out  a  set  of  limited, 
accomplishable  goals  that  would  be  within  reach  of  the  Housing  Authority 
within  the  next  few  years. 

The  Housing  Authority  industry  associations  would  simultaneously 
establish  a  system  of  peer  group  technical  assistance.   Housing  Authorities 
with  special  problems  could  voluntarily  request  help  from  this  technical 
assistance  pool,   in  order  to  meet  the  goals  that  had  been  es tabl isliud 
and  regain  full  accreditation. 

In  the  case  of  Authorities  that  failed  to  improve  their  operations 
as  a  result  of  this  assistance,   HUD  intervention  with  consultant 
help  would  still  be  required,   but  only  as  a  last  resort. 
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I  would  like  to  briefly  summarize  five  advantages  of  this  peer 

group  review,  accreditation  and  technical  assistance  process: 

o   it  would  encourage  the  development  of  professionalism  in 
the  field; 

o   it  would  encourage  self-help  and  communication,   and  cross- 
fertilization  of  ideas  among  housing  authorities; 

o  it  would  help  to  insulate  judgements  concerning  housing  author- 
ity performance  from  the  vagueries  of  changing  directions  under 
a  series  of  national  administrations; 

o   it  would  provide  for  review  of  performance  by  those  most 

knowledgable  about  the  problems  and  methods  of  administering 
public  housing; 

o  models  for  this  type  of  process  already  exist  in  other  industries, 
and  a  system  for  public  housing  could  be  developed  in  conformance 
to  established  practices  in  other  industries,   rather  than  in- 
venting a  totally  new  system  "de  novo." 

This  concludes  my  remarks  concerning  the  Fair  Market  Rent  system,   an 

improved  Performance  Funding  System,   management  incentives,   and 

a  new  peer  group  review,   accreditation  and  technical  assistance  process. 


I  would  now  like  to  turn  to  a  few  other  matters  of  concern  to  public 
housing  authorities  which  are  before  this  committee. 

4.   Fair  Market  Rent  Levels  for  the  Section  8  "Existing"  Program. 

Fair  Market  Rent  levels  have  been  frozen  since  March  1981  for  the 
Section  8  "existing"  program,   contrary  to  the  intent  of  Congress  that 
they  be  reviewed  and  adjusted  annually.   Furthermore,   HUD  is  now 
proposing  that  these  levels  be  dropped  from  the  50th  percentile  of 
recent  movers  to  the  40th  percentile  of  all  units  excluding  recently 
built  units.   The  Council  believes  that  this  new  regulation,   if  adopted, 
would  severel  compromise  the  ability  of  the  Section  8  "existing" 
program,   one  of  our  most  successful  housing  programs,   to  do  the  job. 
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Recent  surveys  by  CLPHA,   which  have  been  distributed  to  the 
committee's  staff,   show  that  Section  8  "existing"  success  rates 
have  already  begun  to  decline  due  to  the  freeze  on  Fair  Market  Rents, 
and  landlords  have  begun  dropping  out  of  the  program.   This  exper- 
ience should  be  weighed  carefully  by  the  committee,   and  we  would 
like  to  ask  that  HUD's  proposed  regulations  changes  be  disapproved. 

5.   Prompt  Approvals  for  FY83  Modernization  Jobs  Stimulus  Funds. 

Congress  has  approved  $2.5  billion  for  a  modernization/  jobs 
stimulus  package  for  FY83.   CLPHA  made  a  presentation  to  HUD  at  the 
end  of  January  commending  the  Department  for  moving  up  its  pre-applica- 
tion  date  to  February  11,   and  recommending  ways  for  HUD  to  expedite 
the  process  of  releasing  the  funds,   getting  them  to  work,   and  getting 
people  employed  within  the  quickest  possible  time.   In  general,   we 
believe  that  these  recommendations  were  well-received  by  HUD.   However, 
there  now  appears  to  be  a  danger  that  new  HUD-proposed  mid-year  changes 
in  the  modernization  regulations  will  seriously  impede  tlu'  release  of 
funds  this  year.   We  are  worried  that  the  loss  of  millions  of  dollars 
of  improvements  hangs  in  the  balance,   since  over  a  million  dollars 
are  lost  to  inflation  for  every  week  of  delay.    In  general,   in  the 
past,   HUD  s  modernization  program  has  been  effective  and  reasonably 
well  administered.   We  support  it,   thank  Congress  for  the  money,   and 
want  to  continue  to  work  with  Congress  and  HUD  in  order  to  get  this 
money  out  into  the  field  where  it  can  do  its  job  as  intended,   as 
quickly  as  possible. 
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6.   CLPHA  Requests  for  Funding  Levels  in  the  FY84  Budget. 

a)  For  public  housing  development:   25,000  Units  (since  one 

year  was  skipped). 

b)  For  public  housing  operating  subsidies  under  PFS :   $1.58  billion. 

c)  For  public  housing  modernization:    $2.5  billion. 


7.   Special  Problems  of  Public  Housing  Development. 

We  again  would  like  to  request  that  Congress  urge  HUD  to  move 
the  funds  for  public  housing  development  that  are  currently  in  the 
pipeline.   We  would  note  that  HUD  appears  to  be  caught  in  the  middle 
between  Congress  requiring  the  Department  to  move  these  funds  and 
the  White  House  and  0MB  urging  further  delays  or  recapture  of  the 
money. 

Finally,   we  would  like  to  ask  that  the  FY84  funding  levels 
listed  below  come  out  of  new  appropriations,   but  that  PHAs  ought 
to  be  able  to  use  development  funds  that  are  currently  unusable 
through  no  fault  of  their  own  for  different  purposes,   for  example 
for  either  a  choice  of  other  developments  or  for  substantially 
rebuilding  existing  developments. 


367 

Senator  Tower.  Thank  you,  Mr.  Spence,  members  of  the  panel. 

Senator  D'Amato.  Thank  you,  Mr.  Chairman,  it's  a  pleasure  to 
have  our  Assistant  Secretary,  Phil  Abrams,  before  us.  He  labors  in 
a  very  difficult  area.  However,  he  brings  very  great  expertise  and, 
more  importantly,  great  energy  and  integrity  to  this  position. 

Mr.  Abrams,  it's  good  to  see  you. 

FORMULATING  FAIR  MARKET  RENT  SCHEDULES 

The  Department  is  currently  in  the  process,  as  you  have  indicat- 
ed, of  formulating  its  fair  market  rent  schedules  for  1983.  I  take  it 
from  your  testimony  that  these  regulations  will  have  some  pro- 
found effects  on  the  existing  section  8  program  and  would  be  the 
cornerstone  in  determining  the  level  of  operating  subsidies  for 
public  housing  authorities  under  the  Department's  new  proposal 
for  using  the  fair  market  rent  system;  is  that  not  correct? 

Mr.  Abrams.  Yes,  sir. 

Senator  D'Amato.  In  calculating  the  fair  market  rents  for  New 
York  City,  I  have  been  informed  that  HUD  will  be  relying  on 
rental  cost  data  from  1976,  the  1976  Annual  Housing  Survey. 

It  seems  to  me.  No.  1,  that  there  certainly  is  a  lack  of  logic  in 
going  back  to  1976 — if,  in  fact,  that's  true;  that  there  is  more  cur- 
rent data  you  could  have  utilized,  which  would  be  the  1981  survey, 
that  in  1976  there  were  650,000  units  which  were  rent  controlled  in 
New  York  City.  In  1981,  less  than  half  of  those  units  were  rent  con- 
trolled. Thus,  the  rents  have  risen  substantially  for  those  units. 
Yet,  these  decontrolled  units  are  not  included  in  the  data  bank. 
Consequently,  that  will  skew  tremendously  the  operating  subsidy 
base  the  section  8  fair  market  rent  formula. 

In  addition,  our  fair  market  rents  are  currently  set  at  the  50th 
percentile  of  rents  encountered  by  recent  movers  as  Mr.  Spence 
and  Mr.  Struyk  have  testified.  You're  going  to  use  the  40th  percen- 
tile of  all  standard  quality  units,  which  includes  public  housing 
units;  is  that  true? 

Mr.  Abrams.  Yes,  Senator,  that's  correct. 

Senator  D'Amato.  OMB  was  really  in  there  working,  weren't 
they? 

Mr.  Abrams.  This  is  not  an  OMB  proposal,  Senator. 

Senator  D'Amato.  After  they  were  done  looking  at  your  initial 
proposals,  they  must  have  said,  "Go  back  to  the  drawing  boards." 

How  can  you  use  1976  data  that  uses  outmoded  statistics,  then 
utilize  public  housing  units  in  which  rents  are  substantially  lower 
for  the  first  time  in  calculating  this  formula,  then  utilize  the  40th 
percentile  instead  of  the  50th  percentile,  and  believe  that  this  is 
going  to  be  a  reasonable  formula.  Will  not  this  new  fair  market 
rent  system  bring  great  devastation  to  public  housing,  not  only  in 
New  York,  but  in  Boston  and  in  other  major  urban  centers,  wher- 
ever public  housing  prominent. 

I  suggest  to  you,  Phil,  that  this  is  going  to  fly  directly  in  the  face 
of  what  should  be  attempting  to  accomplish. 

As  I  see  it  you  are  going  to  have  more  public  housing  authorities 
not  being  able  to  survive  and  provide  safe  and  decent  housing  to 
those  truly  needy. 

I  would  ask  you  to  comment  on  the  use  of  these  statistics. 
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Mr.  Abrams.  I'd  rather  respond  to  your  opening  remarks,  Sena- 
tor. [Laughter.] 

But  I  appreciate  both  remarks. 

I'll  comment  on  the  facts  that  you  are  questioning. 

The  1976  annual  housing  survey,  conducted  between  April  1976 
and  March  1977,  is  the  most  current  SMSA  survey  for  New  York 
for  which  data  are  available.  Another  special  survey  of  the  New 
York  SMSA  was  conducted  in  1980,  but  the  data  from  that  survey 
have  not  been  processed  by  the  Census  Bureau  and  could  not  be 
used  for  the  1983  fair  market  rents.  We  hope  to  be  able  to  use  the 
1980  annual  housing  survey  data  next  year. 

The  Department  uses  the  annual  housing  survey  to  the  maxi- 
mum possible  extent  for  determining  fair  market  rents  because  it 
enables  us  to  make  sure  we  do  not  include  the  rents  of  substandard 
housing  units.  The  decennial  national  census  includes  only  infor- 
mation on  whether  housing  units  are  without  complete  plumbing 
or  private  kitchens,  and  no  information  on  whether  there  are  other 
deficiencies  that  would  cause  the  unit  to  fail  the  housing  quality 
standards  used  in  the  section  8  existing  and  housing  payment  cer- 
tificate programs. 

The  rents  from  the  most  recent  annual  housing  survey  are  up- 
dated to  the  current  year  by  using  the  rent  and  utilities  compo- 
nents of  the  Consumer  Price  Index.  This  updating  should  pick  up 
rent  increases  that  have  occurred  in  New  York  City  as  rents  are 
decontrolled.  In  addition,  the  New  York  City  Housing  Authority 
has  based  its  comments  on  the  proposed  fair  market  rents  for  1983 
on  New  York  City's  housing  and  vacancy  survey  for  1981,  and  the 
Department  will  take  this  information  into  account  when  publish- 
ing the  final  version  of  the  1983  fair  market  rents  for  New  York. 

I  agree  with  you  that  when  you  base  the  principal  means  of  sub- 
sidizing low-income  families  on  a  voucher,  and  you  base  the  public 
housing  operating  subsidy  system  on  that  same  existing  fair 
market  rent,  it  must  be  above  dispute,  it  must  be  irreproachable, 
and  it  must  be  consistent  and  justifiable. 

EVALUATING  CHANGES 

Now,  in  evaluating  the  changes  to  the  fair  market  rent,  we 
looked  particularly  at  the  data  on  the  current  standard  of  the  50th 
percentile  and  found  that  that  data  was  inappropriate  and  resulted 
in  rents  being  set,  under  the  certificate  program,  which  are  in 
excess  of  what's  being  paid  by  the  private  sector  in  most  communi- 
ties. 

The  results  are  that  every  landlord  who  participates  in  the  pro- 
gram— and  I'm  sure  you'll  understand  that  when  HUD  sets  maxi- 
mums they  become  minimums — all  rents  for  families  participating 
in  the  certificate  program  soon  rise  to  the  level  that  HUD  pub- 
lishes as  the  maximum  fair  market  rent. 

But  I  don't  want  to  minimize  your  criticism,  particularly  as  it  ap- 
plies to  New  York,  because  we  have  continued  to  evaluate,  and  we 
agree  with  you  that  changes  are  needed  particularly  the  rents  for 
large  family  units.  One  of  the  members  of  the  committee  yesterday 
pointed  out  to  the  Secretary,  and  accurately,  that  large  families, 
whether  they're  minority  families  or  nonminority  families,  have 
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the  most  difficult  experience  in  using  the  certificates.  In  fact,  over 
70  percent  of  these  families  have  difficulty  in  finding  a  unit  within 
the  60-day  period. 

Because  of  that,  we  are  reevaluating  the  fair  market  rents,  par- 
ticularly for  three-,  four-,  and  five-bedroom  units,  because  we  want 
to  induce  the  private  sector  to  make  them  available  under  the  cer- 
tificate program,  because  we  want  to  keep  them  in  the  public  hous- 
ing stock,  because  they  are  necessary  to  take  care  of  the  families 
that  are  in  the  greatest  need  of  assistance  from  HUD. 

We  are  looking  at  the  current  formula.  And  again,  the  data  that 
we  get  from  the  annual  housing  survey  gives  us  enough  informa- 
tion to  set  the  fair  market  rent  for  two-bedroom  units.  And  we're 
confident  that  setting  the  two-bedroom  units,  as  well  as  the  one- 
bedroom  and  the  efficiencies,  at  the  40th  percentile  of  all  apart- 
ments— is  adequate  to  make  the  program  work. 

The  rents  for  three-bedroom  apartments  have  previously  been  set 
arbitrarily  at  115  percent  of  the  two-bedroom  unit.  The  reason 
that's  done  arbitrarily  is  that  the  annual  housing  survey  data  in 
many  markets  show  three-bedroom  rents  lower  than  two-bedroom 
rents,  which  may  be  an  indication  of  something  that  Mr.  Spence 
said,  when  we  get  to  those  units  not  being  available  to  low-income 
families. 

So,  we  now  have  concluded  that  the  115  percent  may  be  inappro- 
priate. And  we  are  trying  to  come  up  with  a  percentage. 

I  would  prefer  to  rely  on  annual  housing  survey  data,  real  data. 
But  I  don't  have  good  enough  data  unless  we  only  look  at  those 
areas  where  the  three-bedroom  rents  are  higher  than  the  two-bed- 
room rents,  and  discount  as  being  anomalies  any  area  where  the 
three-bedroom  rents  are  lower. 

But  whether  it's  that  formulation  or  whether  it  is  a  greatly  in- 
creased percentage  difference  between  two  bedrooms  and  three 
bedrooms,  we  are  committed  to  making  the  system  work. 

As  you  accurately  stated,  the  fair  market  rent  is  the  cornerstone 
of  both  systems.  And  if  it  isn't  credible,  then  nothing  we're  propos- 
ing is  credible. 

Senator  D'Amato.  Phil,  may  I  say  that  my  first  remarks,  regard- 
ing your  ability  and  openmindedness,  still  go  unimpeached  as 
proven  by  your  response. 

And  I  thank  you  for  being  candid,  because  many  times  there  is  a 
temptation  to  stick  with  a  program  where  there  are  these  basic 
problems. 

I  am  heartened  by  your  testimony,  which  indicates  to  me  that 
you  will  keep  an  open  mind  and  work  with  the  authorities  and 
with  this  committee  in  seeing  to  it  that  these  obvious  inequities 
will  be  addressed. 

And  I  do  means  obvious.  As  I  am  sure  you  are  aware  when  you 
deal  in  the  area  of  public  housing,  there  are  many  inherent  differ- 
ences between  their  operation  and  the  operation  of  the  private 
dwellings. 

As  has  been  testified  to  by  a  number  of  our  panelists,  there  is 
virtually  no  multifamily  housing  construction  taking  place  except 
in  housing  for  the  affluent.  And  we  certainly  can't  use  such  rents 
as  a  criteria,  as  such  units  just  don't  have  the  same  problems,  for 
instance,  larger  family  units  occupied  by  families  with  many  chil- 
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dren;  they  are  not  located  in  the  poorer  areas,  subject  to  neglect 
due  to  lack  of  capital  and  vandalism.  Their  operators  aren't  re- 
stricted in  the  discretion  they  may  exercise  in  terms  of  choice  ten- 
ants, in  terms  of  eviction  of  troublesome  tenants,  as  are  the  hous- 
ing authorities. 

And  in  spite  of  this,  many  public  housing  authorities  such  as 
that  in  New  York  City  operate  with  a  high  degree  of  efficiency  due 
to  superb  management. 

Yet,  under  these  formulas,  which  are  admittedly  somewhat  soft, 
it  is  estimated  that  the  New  York  City  Housing  Authority  could 
lose  up  to  $35  million,  notwithstanding  the  of  holding  harmless 
factor  for  the  first  few  years,  $57  million  for  the  second  year,  and 
$75  million  for  the  third  year  when  the  city's  historical  levels  of 
CIAP  moneys  received  are  accounted  for. 

So,  I  think  that  these  are  matters  which  you  and  I  have  touched 
on  in  our  dialog  and  which  have  been  testified  to  by  our  panelists 
are  of  great  importance. 

And  I  appreciate  again,  your  assurance  that  we  will  be  able  to  sit 
down  with  an  open  mind  to  deal  with  the  obvious  problems  that 
have  been  exposed. 

Mr.  Abrams.  Senator,  as  you  know,  the  Secretary  is  very  con- 
cerned about  the  problems  of  New  York,  as  he  lives  there. 

Senator  D'Amato.  I  live  there,  too. 

Mr.  Abrams.  And  we  spend  a  considerable  amount  of  time  being 
concerned  about  New  York. 

I'm  somewhat  concerned  about  Boston.  But  we're  concerned 
about  3,800  housing  authorities  as  well. 

With  regard  to  your  later  comment  on  the  level  of  funding  under 
the  proposed  system,  under  the  current  system  of  PFS,  New  York 
would  get  $290  million.  Under  the  proposed  system.  New  York 
would  get  $334  million,  which  is  an  increase  of  $44  million  over 
what  they  currently  get. 

That  includes  the  5-percent  phasedown  in  the  first  year,  and  it 
doesn't  include  the  transition  modernization,  a  part  of  the  $3.5  bil- 
lion part  that  would  be  directed  toward  New  York  and  the  other 
housing  authorities  that  would  get  reduced  payments. 

PUBLIC  HOUSING  VERSUS  PRIVATE  SECTOR  HOUSING 

With  regard  to  comparisons  between  public  housing  and  private 
sector  housing,  I  think  your  comments,  plus  Mr.  Maffin's  com- 
ments, deserve  some  clarification. 

The  fact  that  there  has  been  very  little  private,  unassisted  hous- 
ing built  for  low-income  families  is  true.  But  the  fact  is  that  during 
the  early  1970's  there  were  4  million  units  converted  from  large 
residential  properties  to  multiple  residential  properties,  as  well  as 
conversions  of  commercial  and  industrial  buildings. 

In  response  to  previous  questions  from  a  Member  of  the  Senate, 
many  of  those  units  and  many  of  those  conversions  have  taken 
place  by  utilizing  existing  structures,  particularly  in  cities  that 
have  had  declining  populations  and  have  been  directed  particularly 
at  low-income  housing  populations. 

As  far  as  the  tax  advantage  of  private  housing  and  the  tax  incen- 
tives, public  housing  also  has  many  tax  advantages. 
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Senator  D'Amato.  I  think  Mr.  Maffin's  suggestion  and  Mr. 
Spence's  was  that  we  find  ourselves  in  a  situation  today  where 
people  are  going  in  strictly  for  tax  advantages,  and  there's  little  in- 
centive over  and  above  that. 

I  think  it  is  irrefutable  fact  that  construction  of  public  housing, 
is  the  minimus. 

We  know  what  was  taking  place  in  the  1970's.  But  we  are  talking 
about  today.  And,  more  importantly  we  are  talking  about  what  is 
going  to  take  place  in  1983  and  1984. 

And  I  commend  you  for  working  with  us  and  developing  realistic 
standards  for  rehabilitation.  It  makes  a  lot  more  sense  to  rehabili- 
tate a  building  before  building  a  new  one. 

But  let  me  suggest  to  you  that  when  you  use  the  40th  percentile, 
using  public  housing  units  to  be  figured  in  in  terms  of  rent  sched- 
ules, you  can  be  devastating  to  the  public  housing  authorities 
throughout  this  country. 

You  heard  the  testimony  of  Mr.  Spence,  Mr.  Struyk,  Mr. 
Maffin — and  I  think  they're  accurate  and  correct. 

The  fact  of  the  matter  is  that  the  New  York  City  Housing  Public 
Authority  and  the  section  8  program  would  be  damaged  substan- 
tially if  section  8  fair  market  rent  schedules  and  the  new  fair 
market  vent  system  for  the  calculation  of  operating  subsidies  were 
allowed  to  go  into  place  under  the  current  regulations  that  have 
been  proposed. 

I  would  think  that  that  is  not  your  nor  the  Secretary's  intention, 
because  I  can  attest  to  your  concern  and  dedication  in  these  mat- 
ters as  exemplified  when  I  have  come  to  you  with  our  local  con- 
cerns. 

Thus,  I  am  further  heartened  when  you  indicate  that  you  would 
be  willing  to  sit  down  and  work  out  what  I  think  are  obvious  glar- 
ing deficiencies. 

And  if  they  are  allowed  to  go  in  as  is,  they  will  wreak  consider- 
able havoc  on  public  housing  authorities  throughout  this  Nation. 
We  do  not  need  that. 

Thank  you,  Mr.  Chairman. 

[Response  to  written  questions  to  Mr.  Abrams  from  Senator 
Tower  follow:] 
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RESPra^SE  TO  QUESTIONS  OF  SENATOR  TOWER 

Q.  Am  I  correct  that  column  3,  "Fair  Market  Rent  Subsidy  If  No  Transition" 
represents  what  an  authority  will  qet  in  1988  when  moderization  funding 
ends? 

Mr.   ABRAMS: 

A.     No,  column   3  is  an  estimate  of  the  amount  of  operating  subsidy  which 

each   PHA  would   receive   in   1984  under  the  FMR  formula,   assuming  there 

were  no  transition  funds  provided  for  PHAs  that  need  to  reduce  operating 

cost  levels.      It  does  not   represent  the  amount  the  PHA  would   receive  in 

1988  or  any  subsequent  year;   because  of  inflation,  the  FMR-based  subsidy 

will    rise  with  the  year-to-year  increase  in  private  market   rents. 


Q.     Where  column  3  is   smaller  than  column   1    (indicating  a  transition  authority] 
which   PHAs  will   get  some  part  of  the  $3.5  billion   in  modernization  funds 
which  you  will    recommend  over  the  next  several  years?     What  criteria  will 
be  used  in  determining  that? 

1  Mr.  ABRAMS: 

A.  We  expect  to  use  the  $3.5  billion  in  transition  modernization  budget 

authority  to  provide  assistance  to  all  of  the  "transition  PHAs"  --  those 
where  the  FMR-based  subsidy  would  be  less  than  the  subsidy  available  to 
them  under  the  PFS  formula  plus  the  replacement  allowance.  The  exact 
criteria  to  be  used  in  distributing  these  funds  have  not  yet  been  deter- 
mined; however,  we  expect  that  the  amount  received  by  each  of  these 
transition  PHAs  will  depend  on  how  much  is  needed  to  place  all  of  their 
units  in  good  operating  condition  and  make  them  energy-efficient.  Our 
objective  is  to  help  them  reduce  utility  and  maintenance  costs  so  that 
they  can  function  successfully  under  the  new  funding  system. 
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Q.  I  understand  that  your  directive  to  the  Reqional  Offices  has  been  to 
use  the  $2.5  billion  which  the  Congress  appropriated  last  year  as  a 
jobs  stimulus  to  bring  buildings  up  to  Housing  Quality  Standards? 
And,  is  it  correct  that  these  standards  yield  more  temporary  and  less 
durable  improvements  than  you  would  get  with  a  deeper,  more  extensive 
rehabilitation  investment? 

Mr.  ABRAMS: 

A.  At  one  point,  I  had  indicated  to  HUD's  Field  Offices  my  desire  to  use  the 

Section  8  Existing  Housing  Quality  Standards  for  the  modernization  of 

public  housing,  in  order  to  maximize  the  ability  of  the  Department  to 

rehabilitate  the  public  housing  inventory.  In  so  doing,  it  was  always 

intended  that  all  units  modernized  to  the  Housing  Quality  Standards  would 

have  long-term  viability.  However,  I  have  decided  not  to  pursue  the  use  of 

HQS  and  have  instructed  the  Field  Offices  to  continue  using  the  modernization 

standards  which  have  been  in  use  since  the  inception  of  the  Comprehensive 

Improvement  Assistance  Program  in  Fiscal  Year  1981. 

In  carrying  out  the  Comprehensive  Improvement  Assistance  Program,  we  recog- 
nize that  rehabilitation  activities  can  also  be  of  great  benefit  in  stimulating 
the  production  of  jobs  in  the  local  economy.  However,  the  1983  modernization 
funds  cannot  realistically  contribute  to  early  job  creation  because  of  the 
time  necessary  to  plan  and  design  the  rehabilitation  programs  and  make  funding 
decisions.  Nevertheless,  we  are  making  every  effort  to  get  these  public  hous- 
ing modernization  projects  underway  and,  more  importantly,  to  move  forward 
quickly  with  the  $2  billion  in  modernization  which  has  been  obligated  in 
earlier  years  but  has  not  yet  produced  real  jobs  through  rehabilitation 
activity. 
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Senator  Tower.  Gentlemen,  thank  you  very  much. 
You've  made  valuable  contributions  to  our  record. 
Senator  Lautenberg  would   like  to  submit  a  question  for  the 
record  for  Mr.  Maffin  and  Mr.  Spence. 
Would  you  be  kind  enough  to  respond  to  it. 

You  oppose  this  new  system  proposed  by  HUD  which  replaces  rising  year-to-year 
subsidies  and  is  intended  to  appeal  to  the  promise  of  stability  and  the  leveling  off  of 
costs.  The  question  is:  If  not  this,  then  what?  How  can  we  make  the  system  better  in 
the  interests  of  the  investment  we  have  made  in  the  physical  stock? 

Mr.  Maffin,  would  you  comment,  first. 

And  then,  Mr.  Spence,  would  you  comment. 

Mr.  Maffin.  Mr.  Chairman,  in  our  written  testimony,  we  made 
some  specific  suggestions  on  how  to  improve  the  existing  perform- 
ance funding  system. 

We  believe  that  with  the  kind  of  modernization  program  the 
Congress  enacted  3  or  4  years  ago,  coupled  with  some  revisions  in 
the  performance  funding  system,  as  we  suggested  in  the  written 
testimony,  coupled  with  the  kind  of  self-policing,  self-analysis, 
whether  it's  accreditation  or  simply  a  matter  of  what's  been  going 
on  for  years,  exchange  of  knowledge  and  experience,  we  believe  the 
combination  of  those  techniques  will  make  the  flattening  out  of  the 
sharply  rising  performance-funding  costs,  the  operating  subsidy 
costs  that  have  risen  rather  sharply  over  the  last  decade  flatten 
out. 

Part  of  those  changes  we  believe  have  arisen  because  of  changes 
in  the  law,  to  say  the  least.  Part  of  the  suggestions  we  are  making 
will  increase  flexibility  at  the  local  level. 

The  situation  we  find  ourselves  in  now  is  that  the  dollar-for- 
dollar  exchange — for  example,  the  performance-funding  system 
now  provides  that  if  an  authority  is  able  to  economize,  if  it's  able  to 
save  money  and  improve  operations,  it,  in  fact,  takes  money  out  of 
the  operating  subsidy  to  which  that  authority  is  entitled  under  the 
regular  formula  system. 

We  believe  that  allowing  those  kinds  of  incentives  over  the  short 
run,  coupled  with  the  modernization  program,  will  bring  out  a  flat- 
tening of  the  requirements  for  operating. 

Senator  Tower.  Mr.  Spence,  would  you  comment? 

Mr.  Spence.  Very  quickly,  if  I  could  just  mention  two  quick 
thoughts. 

One,  I  am  heartened  by  Mr.  Abrams  remarks  with  respect  to 
large  family  units  and  the  level  of  FMR's. 

We  share  with  you,  Senator,  the  sense  that  Mr.  Abrams  is  vig- 
orous, intelligent,  and  honorable. 

When  we  have  been  opponents  and  when  we  are  able  to  escape 
the  clutches  of  0MB  sufficiently  to  work  together,  he  is  equally  vig- 
orous, energetic,  honorable  and  intelligent  in  his  work. 

I'd  like  to  add  one  other  quick  thing. 

With  respect  to  the  New  York  City  Housing  Authority,  I  think 
the  New  York  City  Housing  Authority  stands  tall,  not  only  among 
public  housing  agencies,  but  among  all  public  and  private  large- 
scale  enterprises  in  the  country. 

It  is  exactly  the  kind  of  expertise  and  professional  capacity  that 
lies  in  New  York  and  can  be  of  enormous  benefit  to  other  authori- 
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ties  and  that  makes  us  believe  that  the  kind  of  peer  review  indus- 
try standards  notion  and  accreditation  process  makes  a  lot  of  sense. 

The  more  all  of  us  could  benefit  from  that  kind  of  cross-fertiliza- 
tion of  ideas,  the  more  encouragement  there  is  to  the  industry  to 
share  in  the  kinds  of  things  that  New  York  has  done  so  well  and  I 
think  more  valuable  the  process. 

Finally,  with  respect  to  improvements,  I  think  the  PFS  improve- 
ments we've  talked  about  in  the  accreditation  process,  it's  our  view 
that  some  kind  of  peer  review  process  with  those  improvements  in- 
centives can  go  a  good  ways,  a  long  ways  toward  maturing  this  in- 
dustry. 

LOWER  OPERATING  SUBSIDIES 

I  share  with  Mr.  Maffm  the  belief  that  you  will  see  a  leveling  off 
of  operating  subsidies,  certainly  from  the  steep  climbs  you  have 
seen  in  recent  years.  Those  track  almost  exactly  the  increases  in 
energy  costs. 

The  BHA's  request  for  operating  subsidies  for  the  coming  fiscal 
year  is  lower  than  our  request  for  operating  subsidies  for  the  year 
we  are  in  right  now. 

And  it's  lower  because  of  accomplishments  in  reduced  energy 
consumption,  lower  energy  costs.  And  those  things  together  have 
actually  lowered  our  operating  subsidy  requirement  from  what  it  is 
this  year. 

I  think  you'll  see  a  leveling  off  in  this,  as  in  all  other  energy- 
dependent  industries.  And  housing  is  an  immensely  energy-depend- 
ent industry. 

So,  I  think  there  can  be  some  reassurance  for  the  Congress  in 
that  so  long  as  oil  prices  continue  to  decline. 

And  I  think  that,  coupled  with  stability  in  the  system,  sufficient 
stability,  so  that  there's  predictability— real  estate  is  a  long-term 
business,  not  a  quick  turnaround  business— stability  in  the  system, 
with  consistent  improvements  and  incentives  to  professionalization, 
I  think  can  move  this  program  further  ahead  in  the  years  to  come. 

Senator  D'Amato.  Mr.  Chairman,  I'm  wondering  if  I  might  ask 
one  further  question. 

If,  Mr.  Secretary,  in  your  review  with  regard  to  rent  schedules 
for  larger  units,  it  is  determined  that,  indeed,  there  should  be  an 
adjustment  necessitating  expenditures  of  additional  sums,  the  obvi- 
ous question  is  will  HUD  be  in  a  position  to  ask  for  those  addition- 
al moneys  to  support  that  need.  In  other  words  will  HUD  fight  the 
battle  of  the  budget  in  the  realization  that  housing  and  shelter  are 
a  necessity. 

Mr.  Abrams.  Senator,  I  support  the  thrust  of  what  you're  saying. 
But  I  have  two  things  in  the  back  of  my  mind  that  I'll  verbalize  at 
this  point. 

First  of  all,  as  Mr.  Spence  pointed  out— and  I  would  return  his 
comments  about  me  by  saying  that  we  have  been  working  closely 
with  the  Boston  Housing  Authority,  as  well  as  with  the  New  York 
Housing  Authority,  because  they  do  have  superior  management. 

And  as  a  native  of  Boston,  public  housing  in  that  city,  from  what 
it  was,  probably  the  worst  example  in  the  country,  to  where  Harry 
Spence  has  brought  it,  is  one  of  the  amazing  stories  of  public  hous- 
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ing  which  the  media  don't  often  dwell  upon.  But  the  Department 
certainly  appreciates  it,  because  he  makes  our  job  much  easier. 

As  far  as  the  costs,  one  of  the  factors  that  Mr.  Spence  pointed 
out  is  that  energy  costs  have  reduced.  The  decrease  in  oil  prices, 
when  contrasted  with  the  inflation  that  was  projected  in  the 
budget,  shows  that  there  is,  at  this  point  in  the  year,  somewhere 
around  $24  million  in  savings  over  and  above  the  deferral  that  was 
requested  by  the  Department  in  1983  and  a  $33  million  savings 
over  our  projections  for  1984. 

As  oil  prices  continue  to  reduce,  we  note  that  for  every  1-cent-a- 
gallon  decrease  in  oil  prices,  the  cost  of  the  subsidy  required  for 
public  housing  goes  down  by  almost  $3  million. 

So,  we  look  toward  that  as  being  a  source  of  funds,  but  again,  we 
don't  have  the  data  to  equate  to  what  the  costs  will  be  for  a  higher 
fair  market  rent  for  the  three-,  four-  and  five-bedroom  units. 

But  the  Secretary  is  committed  to  making  the  system  work,  and 
we  are  well  aware  if  we  don't  make  the  three-,  four-  and  five-bed- 
room unit  rents  work,  then  we  have  a  major  flaw  in  our  proposals. 
So,  we  will  fight  for  that  and  keep  you  advised. 

Senator  D'Amato.  Thank  you,  Mr.  Secretary. 

Senator  Tower.  Gentlemen,  Mr.  Abrams,  Mr.  Struyk,  Mr. 
Maffin,  Mr.  Spence,  we  appreciate  your  giving  your  time  and  your 
energy  and  your  intellect  to  the  committee  today.  It's  been  ex- 
tremely useful  testimony,  and  it  will  assist  us  in  our  deliberations. 

Thank  you  very  much. 

The  hearing  is  adjourned. 

[Whereupon,  at  12:55  p.m.,  the  hearing  was  adjourned.] 
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THURSDAY,  MARCH  10,  1983 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Subcommittee  on  Housing  and  Urban  Affairs, 

Washington,  D.C. 
The  subcommittee  met  at  9:40  a.m.,  in  room  SD-538,  Dirksen 
Senate  Office  Building,  Senator  John  Tower  presiding. 
Present:  Senators  Tower,  Hawkins,  Trible,  Proxmire,  and  Riegle. 

OPENING  STATEMENT  OF  SENATOR  TOWER 

Senator  Tower.  The  committee  will  come  to  order. 

This  morning  we  conclude  the  hearings  on  the  administration's 
of  fiscal  year  1984  HUD  authorization  proposals.  In  the  course  of 
the  hearing  we  will  continue  to  explore  the  question  of  low-rental- 
income-housing  availability  versus  affordability.  This  committee 
last  year  developed  proposals  which  addressed  both  needs  but  limit- 
ed development  of  new  housing  to  instances  of  proven  local  need. 

Our  second  panel  will  address  these  and  other  issues  related  to 
assisted  housing.  The  first  panel  will  address  the  secondary  mort- 
gage market,  including  proposals  to  amend  the  Charter  Acts  of  the 
Federal  National  Mortgage  Association  and  the  Federal  Home 
Loan  Mortgage  Corporation. 

Some  of  the  FNMA  and  FHLMC  proposals  are  controversial  and 
will  require  careful  consideration.  A  number  of  organizations,  in- 
cluding the  National  Association  of  Realtors,  have  expressed  alarm 
at  FNMA's  request  for  additional  asset  powers  to  divert  that  insti- 
tution from  their  primary  mission  of  supporting  the  residential 
mortgage  market. 

In  addition,  we  are  witnessing  the  rebirth  of  the  potentially  vig- 
orous private  secondary  mortgage  market.  In  addition,  the  adminis- 
tration is  expected  soon  to  send  to  Congress  its  Trust  for  Invest- 
ment in  Mortgages — or  TIM's  proposal — designed  to  remove  some 
of  the  tax  and  securities  law  impediments  through  placement  of 
secondary  market  instruments. 

In  light  of  these  developments,  our  legitimate  concern  should  be 
the  effect  of  raising  the  mortgage-purchase  limits  currently  im- 
posed on  FNMA  and  FHLMC,  and  what  effect  this  will  have  on  the 
private  activity,  given  the  competitive  advantage  realized  from 
FNMA's  and  FHLMC's  quasi-agency  status. 

Because  of  these  issues  and  the  imminent  arrival  of  the  TIM's 
proposal,  either  Senator  Garn  or  myself  will  conduct  an  additional 
hearing  on  the  future  of  the  secondary  market  within  the  month. 
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We  will  start  with  our  secondary  market  panel.  Our  first  panel 
on  secondary  markets  this  morning  is  Mr.  Kenneth  Thygerson, 
President  of  the  Federal  Home  Loan  Mortgage  Corporation;  Mr, 
David  O.  Maxwell,  Chairman  of  the  Federal  National  Mortgage  As- 
sociation; Mr.  W.  Gordon  Hobgood,  Jr.,  representing  the  American 
Bankers  Association.  I  have  to  be  particularly  nice  to  him  since  one 
of  his  clients  carries  my  overdraft.  He  will  be  accompanied  by  Mr. 
William  W.  Dwire,  first  vice  president.  National  Bank  of  Detroit; 
and  Mr.  Willard  Gourley,  representing  the  Mortgage  Bankers  Asso- 
ciation, president.  Northwestern  Mortgage  Co.  of  Charlotte,  NC. 

We  will  proceed  then  with  our  first  panel  and  let  me  first  call  on 
Mr.  Thygerson.  Gentlemen,  let  me  say  at  the  outset  that  you  may 
submit  complete  statements  for  the  record.  They  will  be  published 
in  full  in  the  record  with  any  accompanying  documents  or  data 
that  you  may  want  to  submit  for  the  record.  We  will  be  pleased  to 
have  you  summarize  your  statements,  particularly  if  they  are  very 
lengthy,  so  that  we  can  expedite  our  business  here  this  morning 
and  give  the  members  a  chance  to  ask  questions. 

STATEMENT  OF  KENNETH  J.  THYGERSON,  PRESIDENT,  FEDERAL 
HOME  LOAN  MORTGAGE  CORPORATION 

Mr.  Thygerson.  Mr.  Chairman,  thank  you.  It  is  my  pleasure  to 
be  here  today  to  discuss  the  evolving  role  of  the  secondary  mort- 
gage market  and  legislative  recommendations  to  enable  FHLMC  to 
more  effectively  serve  the  housing  credit  demands  of  home  buyers 
and  housing  credit  liquidity  needs  of  mortgage  lenders. 

Last  month  I  reported  to  this  committee  that  my  outlook  con- 
cerning the  housing  recovery  is  optimistic  and  FHLMC  is  aggres- 
sively broadening  its  support  and  services  to  assist  in  that  recov- 
ery. 

Over  the  past  6  months  the  Corporation's  management  has 
moved  quickly  to  develop  and  introduce  market  innovations  de- 
signed to  enable  mortgage  lenders  of  all  types  and  sizes  easier 
access  to  our  secondary  market  facility.  My  statement  submitted 
for  the  record  details  the  many  changes  we  have  made  in  the  last 
few  months. 

Mr.  Chairman,  I  have  also  attached  to  my  testimony  two  analy- 
ses covering  our  rapidly  changing  housing  and  home  finance 
market,  the  new  players  in  this  market,  and  the  products  and  rela- 
tionships that  are  emerging. 

INCREASING  RULE  OF  SECONDARY  MARKET 

In  light  of  the  increasing  role  of  the  secondary  market,  let  me 
clearly  state  the  near  term  goal  of  FHLMC.  It  is  simply  to  apply  all 
of  our  corporate  resources  to  assist  in  the  Nation's  housing  recov- 
ery. Even  with  the  program  improvements  and  innovations  that  we 
have  developed  over  the  past  6  months,  the  pace  of  change  in  the 
finance  and  housing  markets  will  clearly  require  congressional  at- 
tention, if  we  are  to  meet  our  near  term  goals  of  assisting  the  hous- 
ing recovery. 

Our  home  finance  system,  including  the  role  of  existing  players 
as  well  as  the  entry  of  new  housing  market  players,  is  still  evolv- 
ing. In  the  short  term.  Congress  must  assure  that  home  buyers' 
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access  to  the  capital  market  operates  as  effectively  and  efficiently 
as  possible.  The  secondary  market  must  be  granted  maximum  oper- 
ational flexibility.  FHLMC  urges  this  committee  to  move  as  expedi- 
tiously as  possible  to  provide  us  with  the  operational  authorities 
that  we  feel  are  necessary  to  respond  to  the  changing  housing  and 
finance  market.  Although  I  have  attached,  as  an  addendum  to  my 
testimony,  detailed  briefing  papers  on  these  operational  authori- 
ties, let  me  very  briefly  highlight  our  legislative  requests. 

These  requests  involve  increased  real  estate-lending  flexibility 
consistent  with  our  corporate  charter. 

We  are  requesting  Charter  Act  authority  to  purchase  loans  and 
secured  in  whole  or  in  part  by  manufactured  housing  loans,  fre- 
quently called  mobile  home  loans,  classified  as  personal  property. 

We  are  requesting  Charter  Act  authority  to  expand  our  current 
authority  to  purchase  loans  secured  by  junior  liens.  Our  authority 
in  this  area  is  currently  limited  to  loans  where  the  proceeds  are 
used  for  energy  and  home  improvement  purposes  exclusively. 

CHARTER  ACT  AUTHORITY 

We  are  requesting  Charter  Act  authority  to  purchase  coventional 
mortgage  loans  insured  by  State  housing  finance  agencies. 

Finally,  FHLMC  is  also  requesting  Congress  to  remove  the  statu- 
tory limitation  on  the  maximum  mortgage  loan  amount  eligible  for 
purchase  by  both  FHLMC  and  FNMA. 

Beyond  these  short-term  needs,  however.  Congress  is  faced  with 
the  reality  that  the  broader  long-term  issues  related  to  the  mis- 
sions of  each  of  the  Government  secondary  market  entities  will 
have  to  be  addressed.  While  we  do  not  believe  these  long-term 
issues  need  to  be  resolved  at  this  time,  each  should  be  identified 
and  put  in  its  proper  perspective. 

Generally  speaking,  these  issues  fall  into  three  basic  categories. 
The  first  is  broader  powers  and  includes  the  ability  to  make  new 
markets  and  effectively  support  these  markets. 

The  second  is  regulation.  And  includes  those  issues  surrounding 
Government's  control  over  Government-sponsored  entities. 

The  third  is  structure.  How  will  these  entities  do  business  and  in 
what  form? 

On  the  issue  of  broader  powers,  the  question  of  whether  Govern- 
ment sponsored  corporate  entities  such  as  ours  should  be  author- 
ized to  provide  secondary  market  facilities  for  other  than  housing 
will  come  before  you  with  increasing  frequency  and  pressure. 
Whether  this  matter  is  decided  this  year  or  sometime  in  the  future 
is  not  the  issue.  The  critical  point  is  whether  Congress  is  prepared 
to  expand  the  scope  of  our  function  beyond  that  for  which  we  were 
created,  support  for  the  housing  market.  This  is  a  judgment  that 
we  believe  Congress  will  eventually  have  to  make.  We  believe  it 
must  be  based  on  our  ability  to  demonstrate  that  broader  powers 
are  not  deletorious  to  our  primary  mission. 

Congress  will  also  have  to  assess  whether  broader  powers  outside 
the  stated  public  purpose  of  fostering  homeownership  is  appropri- 
ate, given  the  special  status  of  Government  sponsored  corporations 
vis-a-vis  the  private  sector.  We  do  not  believe  FHLMC  needs  to 
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make  that  assertion  at  this  time.  For  now,  all  of  our  resources  and 
efforts  are  best  applied  to  the  housing  recovery. 

Any  discussion  of  broader  powers  must,  of  course,  also  lead  to  a 
consideration  of  the  Government's  regulation  of  our  activities,  par- 
ticularly the  favorable  status  enjoyed  by  Government  sponsored 
corporations  in  the  credit  markets.  Issues  such  as  whether  we 
should  be  so  controlled,  precisely  how,  and  by  whom,  and  for  what 
public  policy  purpose  reaches  the  very  basis  of  our  existence. 
Broader  powers  related  to  housing  do  not  in  and  of  themselves 
alter  our  public  purpose  or  raise  the  issue  of  our  status  as  a  U.S. 
corporate  instrumentality.  Broader  powers  that  go  beyond  our 
original  purpose,  however,  do  raise  these  policy  concerns  and,  of 
course,  provide  Congress  an  opportunity  to  reevaluate  our  function 
and  status  as  a  Government-sponsored  corporation  and  all  that 
goes  with  that. 

We  are  very  delighted  to  hear  that  you  are  going  to  be  sponsor- 
ing hearings  later  this  month  to  deal  with  some  of  these  substan- 
tive topics.  These  issues  also  relate  to  how  we  do  business.  FHLMC 
adheres  to  the  philosophy  and  operating  principle  that  we  are  a 
conduit  operating  between  the  primary  market  and  the  capital 
markets.  We  have  endeavored  to  match  our  purchases  with  almost 
simultaneous  and  offsetting  sales  of  pass-through  securities.  We 
price  directly  off  the  capital  markets  and  thus  avoid  the  asset  lia- 
bility maturity  mismatches  that  involve  significant  interest-rate 
risks  that  are  ultimately  borne  by  the  Federal  Government. 

These  issues — broader  powers  outside  the  residential  real  estate 
markets.  Government  regulation  and  oversight,  the  question  of 
how  we  do  business — are  issues  that  demand  careful  analysis  and 
thoughtful  review.  We  look  to  Congress  to  provide  direction. 
FHLMC  has  an  aggressive  and  innovative  staff.  They  would  obvi- 
ously like  to  have  the  broadest  playing  field  to  play  on.  Thoughtful 
corporate  executives  cannot  deny  themselves  or  their  stockholders 
greater  flexibility  in  expanded  powers.  Must  we  now  pause,  howev- 
er, and  weigh  those  corporate  goals  against  the  reality  of  sound 
public  policy?  Congress  can  assist  in  providing  us  with  the  direc- 
tion we  need.  We  look  forward  to  your  decisions.  Thank  you. 

[Complete  statement  follows:] 

Statement  of  Kenneth  J.  Thygerson,  President,  Federal  Home  Loan  Mortgage 

Corporation 

Mr.  Chairman  and  members  of  the  committee,  it  is  my  pleasure  to  be  here  today 
to  discuss  the  evolving  role  of  the  secondary  mortgage  market  and  legislative  recom- 
mendations to  enable  Freddie  Mac  to  more  efficiently  serve  the  housing  credit  de- 
mands of  homebuyers  and  housing  credit  liquidity  needs  of  mortgage  lenders. 

Last  month,  I  reported  to  this  committee  that  my  outlook  concerning  the  housing 
recovery  is  optimistic  and  that  Freddie  Mac  is  aggressively  broadening  its  support 
and  services  to  assist  in  that  recovery.  Over  the  past  six  months,  the  Corporation's 
management  has  moved  quickly  to  develop  and  introduce  market  innovations  de- 
signed to  enable  mortgage  lenders  of  all  types  and  sizes  easier  access  to  our  second- 
ary market  facility.  We  have  also  introduced  a  responsive  pricing  system  to  ensure 
lender  access  to  the  most  competitive  interest  rates  for  home  lending  on  a  daily 
basis.  These  innovations — combined  with  three  new  mortgage  purchase  programs 
and  improvements  to  our  guarantor  program — are  only  our  first  steps  in  responding 
to  a  marketplace  which  is  increasingly  reliant  on  the  secondary  mortgage  market 
for  available  and  affordable  housing  credit. 

The  ferment  among  financial  institutions  generally  and  in  the  mortgage  credit  de- 
livery system  specifically  has  necessitated  Freddie  Mac's  expanded  role.  Whereas 
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our  primary  mission  in  1970  was  to  assist  the  transfer  of  mortgage  dollars  from 
credit  surplus  states  to  housing  credit  deficit  states,  our  future  mission  can  no 
longer  be  drawn  so  narrowly.  The  combination  of  declining  deposit  financing  of 
home  mortgage  credit  by  thrifts  and  rising  mortgage  credit  needs  stemming  from 
demographic  demands  implies  a  tremendous  increase  in  the  volume  of  mortgage 
credit  flowing  through  secondary  markets.  Indeed,  the  potential  for  secondary 
market  growth  is  astounding.  We  estimate  a  potential  for  $225-$300  billion  in  sec- 
ondary market  activity  in  1990,  more  than  a  six-fold  increase. 

Mr.  Chairman,  I  have  also  attached  to  my  testimony  an  analysis  covering  our  rap- 
idly changing  housing  and  home  finance  markets,  the  new  players  in  this  market, 
and  the  products  and  relationships  that  are  emerging  (Tab  No.  1).  In  light  of  the 
increasing  role  of  the  secondary  market,  let  me  clearly  state  the  near  term  goal  of 
Freddie  Mac:  To  apply  all  corporate  resources  to  assist  in  the  nation's  housing  re- 
covery. 

To  this  end  we  have  developed  a  series  of  new  products  which  have  been  specifi- 
cally designed  to  balance  the  needs  of  homebuyers,  lenders,  and  investors  with  an 
emphasis  on  new  loan  originations. ' 

Just  last  month,  I  announced  two  new  Freddie  Mac  programs  in  the  short-term 
range.  In  mid-April  we  will  begin  to  purchase  two  Adjustable  Rate  Mortgages 
(ARM's)  indexed  to  the  rate  on  Treasury  securities.  These  will  be  30-year  instru- 
ments, one  in  which  the  rate  adjusts  every  three  years  tied  to  the  three-year  Treas- 
ury rate,  and  one  with  five-year  adjustments  tied  to  the  five-year  Treasury  rate.  We 
are  continuing  to  coordinate  our  efforts  with  Fannie  Mae,  so  that  after  a  lender 
originates  a  five-year  ARM,  it  can  be  delivered  to  either  organization.  These  instru- 
ments will  meet  the  needs  of  lenders  to,  in  effect,  shorten  the  maturity  of  their 
mortgage  assets,  while  giving  borrowers  some  degree  of  payment  stability. 

In  the  intermediate  term  range,  we  have  already  begun  to  take  commitments 
through  Home  Owners  Mortgage  Access  Corporation  (HOMAC)  to  purchase  15-year 
fixed-rate  mortgages,  and  we  will  begin  to  purchase  them  for  all  of  our  seller/ser- 
vicers  in  mid-April. 

For  long-term  mortgages,  our  30-year  fixed-rate  programs  will  always  be  impor- 
tant. We  are  also  giving  close  attention  to  mortgage  instruments  which  address  the 
affordability  needs  of  borrowers — in  particular  first  time  homebuyers.  FHA  experi- 
ence has  demonstrated  the  potential  for  widespread  acceptance  of  graduated  pay- 
ment mortgages.  We  are  therefore  working  on  a  Freddie  Mac  program  for  conven- 
tional GPMs. 

A  major  innovation  for  1983  will  be  the  use  of  SWAPS  for  new  originations.  We 
will  continue  to  work  with  thrifts  as  they  search  to  find  prudent  ways  to  invest  in 
longer  term  mortgages.  Several  conditions  should  be  considered  in  this  regard.  First, 
these  mortgages  should  be  in  security  form.  Second,  the  security  should  have  high 
volume  and  be  readily  marketable.  Third,  the  thrifts  should  be  able  to  hedge  these, 
for  example,  in  established  futures  or  forward  cash  markets.  Our  PCs  fulfill  all  of 
these  conditions.  We  want  to  give  thrifts  every  opportunity  to  maintain  their  impor- 
tant position  as  the  nation's  supplier  of  home  mortgages. 

This  broad  range  of  new  products  provide  what  the  homebuyer  needs  most — fi- 
nancing options  to  best  fit  the  individual  homebuyers'  requirements. 

MORTGAGE  LENDERS  NEEDS 

Regarding  the  mortgage  lenders  needs,  we  will  institute  in  mid-March  a  daily  pur- 
chase program  with  an  administered  price  for  all  of  our  single  family  mortgage 
products.  This  will  allow  our  seller/servicers  to  price  their  products  more  effectively 
and  assure  their  access  to  the  most  competitive  interest  rates  available  in  the  capi- 
tal market.  Additionally,  the  seller/servicer  will  have  the  flexibility  to  deliver  these 
loans  to  the  Corporation  on  a  30,  60,  90,  or  120-day  basis  depending  on  their  particu- 
lar market.  There  are  no  fees  and  each  period  is  separately  priced  to  reflect  the  un- 
certainity  of  market  rate  fluctuations. 

The  third  element  of  the  secondary  market,  the  investor,  must  also  be  provided  a 
variety  of  housing  investment  opportunities  within  a  range  of  maturity  options — 
short,  intermediate,  and  long-term.  Our  security  products,  which  result  from  our 
loan  purchase  programs,  will  soon  address  a  broader  range  of  investor  needs  by  pro- 
viding securities  bearing  different  maturities. 

Even  with  the  program  improvements  and  innovations  that  we  have  developed 
over  the  past  six  months,  the  pace  of  change  in  the  finance  and  housing  markets 


'  Tab  2  provides  further  explanation  and  description  of  many  of  Freddie  Mac's  recent  innova- 
tions to  improve  the  secondary  market  for  housing  and  to  respond  to  the  changing  marketplace. 
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may  require  Congressional  attention  if  we  are  to  meet  our  near-term  goal  of  assist- 
ing the  housing  recovery  to  the  fullest  extent.  The  existing  players  (i.e.,  thrifts)  as 
well  as  the  entry  of  new  housing  market  players  (i.e.,  financial  conglomerates),  are 
still  evolving.  In  the  short-term,  the  Congress  must  assure  that  the  homebuyers' 
access  to  the  capital  market  operates  as  efficiently  as  possible  and,  in  this  regard, 
the  secondary  market  must  be  granted  maximum  operational  flexibility. 

Freddie  Mac  urges  the  Committee  to  move  as  expeditiously  as  possible  to  provide 
us  the  operational  authorities  we  believe  are  necessary  to  respond  to  the  changing 
housing  and  finance  markets.  Although  I  have  attached  as  an  addendum  to  my  tes- 
timony detailed  briefing  papers  on  these  operational  authorities,  let  me  briefly  high- 
light our  legislative  requests  (Tab  No.  3).  They  all  involve  increased  real  estate  lend- 
ing flexibility  consistent  with  our  Federal  Charter. 

CHARTER  ACT  AUTHORITY 

We  are  requesting  Charter  Act  authority  to  purchase  loans  secured  in  whole  or  in 
part  by  manufactured  housing  loans  classified  as  personal  property.  This  authority 
will  enable  the  Corporation  to  begin  to  develop  a  purchase  program  for  what  are 
commonly  called  mobile  home  loans.  It  is  the  Corporation's  intent  to  develop  a  guar- 
anteed security  instrument  in  order  to  sell  our  manufactured  housing  loan  pur- 
chases to  the  investment  community  once  a  purchase  program  proves  successful  in 
terms  of  volume,  standardization,  and  price.  With  the  authority  to  purchase  this 
type  of  loan,  Freddie  Mac  will  be  able  to  bring  mobile  home  loans  into  the  main- 
stream of  the  contemporary  system  of  housing  finance.  This  authority  will  allow  the 
corporation  to  support  the  manufactured  housing  market,  an  affordable  alternative 
to  site  built  housing,  for  moderate  and  low  income  families,  particularly  first  time 
homebuyers. 

We  are  requesting  Charter  Act  Authority  to  expand  our  current  authority  to  pur- 
chase loans  secured  by  junior  liens.  Although  the  Corporation  now  has  a  purchase 
program  for  secured  energy  and  home  improvement  loans  subordinate  to  first  mort- 
gage liens,  the  program  has  not  been  useful  in  assisting  homeowners  who  need  to 
secure  secondary  financing  to  enter  homeownership  or  who  wish  to  use  their  home 
equity  for  other  than  energy  conservation  or  home  improvement  purposes  (i.e.,  for 
educational  purposes).  Between  1979  and  1981,  the  volume  of  junior  mortgage  lien 
loans  climbed  from  $9.5  billion  to  $19  billion.  These  figures  do  not  account  for  the 
generally  short-term  junior  liens  resulting  from  seller  held  creative  financing  which 
is  estimated  to  total  between  $10  and  $15  billion  in  1980  and  1981. 

We  are  requesting  Charter  Act  authority  to  purchase  mortgage  loans  insured  by 
state  housing  finance  agencies  as  we  would  any  other  conventional  mortgages.  Cur- 
rently, the  Corporation  cannot  buy  mortgage  loans  that  have  the  benefit  or  state 
housing  finance  agency  insurance  under  its  conventional  mortgage  purchase  pro- 
grams. This  restriction  was  imposed  prior  to  the  development  of  state  housing 
agency  insurance  programs  for  home  loans  and  is  impeding  our  ability  to  respond  to 
a  changing  marketplace.  Although  only  three  states  and  Puerto  Rico  have  active 
state  agency  mortgage  insurance  programs,  the  Corporation  believes  it  should  be 
able  to  provide  a  secondary  market  outlet  for  this  developing  part  of  the  housing 
market. 

REMOVE  STATUTORY  UMITATION 

Freddie  Mac  is  also  requesting  that  Congress  remove  the  statutory  limitation  on 
the  maximum  mortgage  loan  amount  eligible  to  be  purchased  by  both  Fannie  Mae 
and  Freddie  Mac.  Currently,  both  corporations  are  restricted  from  providing  a  sec- 
ondary market  for  mortgage  loans  over  $108,300.  This  limitation  creates  unequal 
access  for  available  housing  credit  dollars  for  regions  and  cities  where  average  mort- 
gage loan  amounts  are  close  to  or  exceed  the  statutory  limit.  For  example,  a  home 
comparable  to  one  costing  $70,000  in  Akron,  Ohio  costs  $115,000  in  Houston,  Texas, 
$148,500  in  Miami,  Florida,  $182,500  in  New  York  City,  (Suburban  New  York)  New 
York  and  $253,000  in  Orange  County,  California.  Urban  areas  in  particular  are  lim- 
ited in  their  access  to  the  secondary  market.  In  1982,  nineteen  SMSAs  across  the 
country  had  average  home  purchase  prices  above  the  Corporation's  mortgage  ceiling 
(FHLBB  Interest  Rate  Survey).  Loan  balances  are  lower  than  house  prices,  reflect- 
ing down  payments,  but  the  house  price  data  illustrates  this  regional  disparity.  As  a 
result,  the  Corporation  serves  states  with  lower  average  home  prices  to  a  greater 
extent  than  higher  cost  areas.  Removal  of  the  limitations  would  result  in  equal 
access  to  the  secondary  market  among  all  states  notwithstanding  the  wide  differen- 
tial relating  to  average  home  purchase  prices. 
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Our  research  has  concluded  that  10  to  12  percent  of  all  homes  sold  in  1982  had 
mortgage  loan  amounts  above  the  statutory  limitation.  Concern  has  been  raised  that 
with  a  removal  of  statutory  loan  limits,  the  Corporation  will  be  unable  to  continue 
to  serve  the  low  and  moderate  homebuyer  market  because  of  capacity  constraints 
caused  by  purchasing  mortgages  with  higher  loan  amounts.  Although  we  recognize 
this  concern,  Freddie  Mac  does  not  operate  under  any  capacity  constraints  that 
would  impede  our  ability  to  serve  all  segments  of  the  market.  In  fact,  we  have  al- 
ready proven  that  we  can  rapidly  expand  our  capacity  to  accomodate  increases  of 
volume.  Evidence  of  this  was  clearly  demonstrated  in  1982,  when  FHLMC  was  able 
to  increase  its  mortgage  purchases  over  eight-fold  in  response  to  thrifts'  needs  to 
liquify  their  portfolios.  Freddie  Mac  believes  that  it  has  developed  its  operations  to 
the  point  that  it  can  extend  the  advantage  of  marketability  to  high  balance  loans  at 
no  direct  or  indirect  cost  or  harm  to  other  segments  of  the  housing  market. 

Beyond  these  shorter-term  needs,  the  Congress  is  also  faced  with  the  reality  that 
the  broader  issues  elating  to  the  long-term  missions  of  each  of  the  government  sec- 
ondary housing  market  entities  will  have  to  be  addressed.  While  we  do  not  believe 
these  long-term  issues  need  be  resolved  at  this  time  for  ourselves,  each  should  be 
identified  and  put  in  its  proper  perspective.  Generally  speaking,  they  fall  into  three 
basic  categories:  Broader  Powers — the  ability  to  make  new  markets  and  effectively 
support  those  markets;  Regulation — the  government's  control  over  its  sponsored  cor- 
porate instrumentalities;  and  Structure — how  we  do  business  and  in  what  form. 

BROADER  POWERS 

Regarding  broader  powers,  the  issue  of  the  desirability  or  need  for  government 
sponsored  corporations  such  as  ourselves  to  provide  secondary  market  facilities  for 
other  than  housing  credit  will  come  before  you  with  increasing  frequency  and  pres- 
sure. Whether  this  matter  is  decided  this  year  or  some  time  in  the  future  is  not  the 
issue.  The  critical  point  is  whether  Congress  is  prepared  to  expand  the  scope  of  our 
function  beyond  that  for  which  we  were  created — support  for  the  housing  market. 
This  is  a  judgment  that  we  believe  Congress  will  eventually  have  to  make,  and  we 
believe  it  must  be  based  on  our  ability  to  demonstrate  that  broader  powers  are  not 
deleterious  to  our  primary  mission.  Congress  will  also  have  to  assess  whether  broad- 
er powers  outside  of  the  stated  public  purpose  of  "fostering  homeownership"  is  ap- 
propriate given  the  special  status  of  government  corporations  vis  a  vis  the  private 
sector.  We  do  not  believe  Freddie  Mac  need  make  that  assertion  at  this  time.  For 
now,  all  of  our  resources  are  best  applied  to  the  housing  recovery. 

Any  discussion  of  broadened  powers  must,  of  course,  lead  to  a  consideration  of  the 
government's  regulation  of  our  activities,  particularly  the  favorable  status  enjoyed 
by  government  sponsored  corporations  in  the  credit  markets.  Whether  we  should  be 
so  controlled,  precisely  how,  by  whom,  and  for  what  public  purpose  reaches  the  very 
basis  for  our  existence.  Broadened  powers  related  to  housing  do  not  in  and  of  them- 
selves alter  our  public  purpose  or  raise  the  issue  of  our  status  as  a  corporate  instru- 
mentality of  the  United  States.  Broadened  powers  that  go  beyond  our  original  pur- 
pose, however,  do  raise  these  policy  concerns  and,  of  course,  provide  the  Congress  an 
opportunity  to  re-evaluate  our  function  and  status  as  a  government  corporation  and 
all  that  goes  with  that  status. 

These  issues  also  relate  to  how  we  do  business.  Freddie  Mac  has  adhered  to  the 
philosophy  and  operating  principal  that  we  are  a  conduit  operating  between  the  pri- 
mary market  and  the  capital  markets.  We  have  endeavored  to  match  our  purchases 
with  almost  simultaneous  and  offsetting  sales  of  pass-through  securities.  We  price 
directly  off  the  capital  markets  and  have  thus  avoided  asset/liability  maturity  mis- 
matches that  involve  significant  interest  rate  risks  that  are  ultimately  borne  by  the 
federal  government. 

These  issues,  broader  powers  outside  the  residential  real  estate  markets,  govern- 
ment regulation  and  oversight,  and  the  question  of  how  we  do  business  are  issues 
that  demand  careful  analysis  and  thoughtful  review.  We  look  to  the  Congress  to  pro- 
vide direction.  Freddie  Mac  has  an  aggressive  and  innovative  staff.  They  would  obvi- 
ously like  to  have  the  broadest  field  to  play  on.  No  thoughtful  corporate  executive 
could  deny  him  or/ herself  greater  flexibility  in  powers,  in  regulations,  or  in  busi- 
ness approach.  Must  we  now  pause,  however,  and  weigh  those  corporate  goals 
against  the  realities  of  sound  public  policy?  The  Congress  can  assist  in  providing  us 
with  the  direction  we  need.  We  look  forward  to  your  decisions. 

Mr.  Chairman,  we  look  forward  to  working  with  the  Committee  on  these  issues. 
Over  the  next  months,  we  will  be  providing  recommendations  for  your  considera- 
tion. 
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TAB  1  -  THE  MARKETPLACE 

Much  attention  has  been  paid,  and  justifiably  so,  to  the  changing  struc- 
ture of  the  housing  finance  system.   This  appendix  is  intended  to  take  a 
closer  look  at  these  changes  and  how  they  are  affecting  the  delivery  of 
home  mortgage  credit.   The  evolving  role  of  the  secondary  mortgage  mar- 
ket and  the  institutions  which  participate  in  this  market,  will  be  par- 
ticularly focussed  on.   Also,  trends  within  the  housing  market  generally 
will  be  discussed. 

A.  Finance  Market  Changes  -  An  Evolving  Housing  Finance  System 

Recent  Activity 

1982  was  the  fourth  consecutive  year  of  decline  in  the  nation's  new 
housing  activity,  and  the  worst  for  the  housing  sector  on  record  for  the 
post  World  War  II  period.   Hidden  behind  these  annual  statistics,  howev- 
er, is  a  resurgence  of  activity  during  the  second  half  of  1982.   Total 
housing  starts  climbed  27  percent  to  an  annual  rate  of  1.19  million 
units  in  the  second  half,  from  only  936,000  units  in  the  first  half. 
For  single-family  homes,  the  comparable  increase  in  starts  was  20  per- 
cent . 

The  driving  force  behind  this  revival  has  been  the  declining  cost  of 
financing  home  purchases.   This  drop  in  mortgage  lending  rates  to 
homebuyers  has  been  the  direct  result  of  declining  capital  market 
yields.   In  this  respect,  the  current  housing  finance  cycle  differs  from 
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the  traditional  one.   In  the  past,  mortgage  lending  rates  have  fallen  in 
response  to  a  surge  of  savings  inflows  to  thrift  institutions — savings 
and  loan  associations  and  mutual  savings  banks — as  market  rates  of 
interest  fell.   Now,  because  of  the  changing  nature  of  the  thrifts,  the 
primary  mortgage  market  is  increasingly  dependent  for  funds  on  capital 
market  investors  who  are  not  mortgage  lenders.   The  secondary  mortgage 
market  is  the  mechanism  by  which  investor  funds  are  transferred  to  mort- 
gage lenders  and  capital  market  yield  trends  are  translated  into  mort- 
gage rate  trends.   As  a  result,  the  secondary  mortgage  market  has  been  a 
key  element  in  the  housing  revival  we  are  currently  seeing. 

The  importance  of  secondary  markets  and  the  link  they  provide  between 
mortgage  and  capital  markets  is  demonstrated  by  the  activities  of 
Freddie  Mac,  the  largest  issuer  of  conventional  mortgage-backed 
securities.   From  June  of  1982  to  January  of  1983,  the  yield  at  which 
investors  purchased  the  corporation's  mortgage-backed  securities — called 
PCs  for  Participation  Certificates — fell  375  basis  points  (from  15.88 
percent  to  12.11  percent),  closely  in  line  with  the  drop  in  other 
capital  market  rates.   Because  we  could  sell  participations  in  mortgage 
pools  at  lower  rates,  we  were  able  to  reduce  the  yield  at  which  we 
purchased  mortgages  from  lenders  by  an  almost  identical  amount. 
Consequently,  lenders  could  and  did  originate  loans  at  progressively 
lower  rates  to  consumers. 
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The  secondary  mortgage  market  has  always  played  a  role  in  linking  capi- 
tal and  mortgage  markets.   In  the  past,  this  link  has  been  used  primari- 
ly to  keep  mortgage  rates  in  line  with  capital  market  rates.   In  the 
future,  however,  this  link  will  also  be  used  to  provide  a  net  increase 
in  the  supply  of  mortgage  funds.   Recent  secondary  market  activity  shows 
this  is  already  occurring.   Gross  sales  of  FHA/VA  and  conventional  home 
mortgages  by  the  primary  lenders  (thrift  institutions,  commercial  banks, 
and  mortgage  bankers)  rose  by  over  35  percent  in  1982  to  $55  billion. 
This  increase  becomes  even  more  dramatic  when  one  considers  that  origi- 
nation activity  by  these  same  lenders  fell  in  1982. 

Not  included  in  the  sales  figures  just  mentioned  are  the  mortgage  sales 
which  are  an  integral  part  of  the  "swap"  transactions  designed  and 
introduced  by  Freddie  Mac  in  late  1981,  and  now  also  conducted  by  Fannie 
Mae.   In  our  own  program,  called  the  Guarantor  program,  over  $25  billion 
of  home  mortgages  were  swapped  by  lenders  in  1982 — that  is,  exchanged 
for  Freddie  Mac  PCs.   This  program  responded  to  the  pressing  needs  of 
lenders,  primarily  thrift  institutions,  for  more  liquid  portfolios  by 
providing  thrifts  with  a  security  that  can  be  sold  more  easily  than  a 
whole  mortgage. 

Unlike  other  secondary  market  activity,  SWAP  sales  have  largely  involved 
older  mortgages  with  coupon  yields  well  below  current  market  rates. 
Some  have  questioned  the  extent  to  which  secondary  market  activity  in 
swapping  old  portfolio  loans  for  mortgage-backed  securities  contributes 
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to  the  housing  recovery.   Similarly,  many  have  questioned  whether  secon- 
dary market  activity  in  loans  used  to  finance  existing  home  sales  or  to 
refinance  existing  loans  contributes  to  the  recovery.   All  of  this 
activity  is  as  important  to  the  housing  upturn  as  are  transactions  in 
loans  to  finance  new  construction  purchases. 

First,  SWAPs  have  provided  needed  liquidity  to  thrifts,  improving  their 
ability  to  assist  in  this  recovery  as  they  have  in  past  recoveries. 
Many  of  the  resultant  mortgage  securities  have  been  sold  to  capital  mar- 
ket investors,  providing  the  thrift  industry  with  fresh  cash  that  will 
support  additional  mortgage  lending. 

Second,  rising  sales  of  existing  homes  are  a  prerequisite  to  a  strong 
rebound  of  new  home  construction  because  they  provide  the  necessary 
funds  for  consumers  to  upgrade  to  higher  priced  new  homes.   Most  pur- 
chasers of  new  homes  are  not  first  time  buyers,  and  therefore  must  sell 
an  existing  home  before  getting  into  the  new  home  market. 

Finally,  the  refinancing  of  existing  loans  is  an  activity  that  is  vital- 
ly important  to  the  health  of  the  housing  sector.   The  loans  currently 
being  refinanced  include  standard  long-term  mortgages  that  were  origi- 
nated at  extremely  high  rates.   They  also  include  short-term  balloon 
payment  loans,  originated  as  a  solution  to  the  acute  problems  in  housing 
finance  and  now  fraught  with  risks.   The  restructuring  of  this  debt 
should  put  the  housing  sector  on  a  sounder  footing. 
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Primary  and  Secondary  Market  Participants 

The  increased  importance  of  the  secondary  mortgage  in  the  current  hous- 
ing recovery  is  a  direct  result  of  changing  participants  in  the  primary 
mortgage  market.   In  the  past,  the  bulk  of  home  mortgage  credit  was 
originated  and  financed  by  thrift  institutions — they  financed  over  one- 
half  of  all  mortgages  and  close  to  two-thirds  of  conventional  mortgages. 
Thrifts'  share  of  the  primary  market  has  been  falling  in  recent  years, 
however,  and  new  lenders  have  been  emerging.   Mortgage  bankers,  who  sell 
virtually  all  of  the  loans  they  originate,  have  increased  their  share  of 
originations,  while  commercial  banks  have  remained  constant  at  about  20 
percent.   (See  Figure  1.) 

In  addition,  finance  companies,  credit  unions,  credit  corporations,  and 
others  are  entering  the  market  at  an  unprecedented  rate.   For  example, 
BANCO  Mortgage,  an  originator  of  mortgage  loans,  has  established  a  sec- 
ondary mortgage  corporation  called  Residential  Funding  Corporation 
(RFC).   RFC  purchases  non-conforming  loans  (for  example,  high  balance 
loans)"  and  standard  loans  from  savings  and  loans,  mortgage  bankers,  com- 
mercial banks,  etc.,  packages  them  into  pools  insured  by  MGIC  (a  private 
mortgage  insurance  firm),  and  issues  mortgage-backed  securities  based  on 
these  pools  with  the  help  of  Salomon  Brothers.   RFC  has  issued  over  $60 
million  in  purchase  commitments  to  date.   General  Electric  Credit  Corpo- 
ration is  planning  a  similar  operation  in  which  it  will  acquire  and 
package  mortgage  loans,  insure  them,  and  issue  mortgage  securities 
backed  by  the  mortgages. 
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Homebuilders  are  also  playing  a  role  in  the  secondary  mortgage  market. 
The  Home  Mortgage  Access  Corporation  (HOMAC) ,  a  subsidiary  of  the  Home 
Builders  Association,  provides  builders  with  direct  access  to  the  secon- 
dary mortgage  market  by  pooling  builders'  demand  for  mortgage  credit. 
HOMAC  then  obtains  commitments  from  the  secondary  market  to  purchase 
these  loans. 

The  surge  in  new  secondary  market  entrants  can  be  added  to  an  increase 
in  activity  by  existing  participants.   For  example,  Salomon  Brothers  has 
rapidly  increased  its  secondary  market  activities  in  mortgages  and  mort- 
gage securities. 

New  entrants  into  the  housing  finance  system  are  not  limited  to  the  sec- 
ondary market.   Sears  has  ventured  into  the  primary  mortgage  market  with 
the  acquisition  of  savings  and  loan  operations.   Commercial  Credit,  tra- 
ditionally a  consumer  and  second  mortgage  lender,  is  diversifying  its 
operations  to  enter  the  primary  mortgage  market.   The  list  of  new  and 
expanded  participants  is  not  limited  to  those  mentioned  above.   These 
are  given  merely  as  examples  to  demonstrate  the  rapidly  changing  world 
of  housing  finance. 

Notwithstanding  the  surge  in  new  participants  in  the  housing  finance 
market,  thrifts'  expertise  in  originating,  servicing,  and  underwriting 
mortgage  loans  insures  that  they  will  continue  to  play  an  important  role 
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in  originating  mortgage  credit.   Recently  enacted  restructuring  legisla- 
tion giving  thrifts  broader  asset  and  liability  powers,  however,  implies 
that  they  will  increasingly  take  on  mortgage  banking  functions  by  sell- 
ing an  increasing  percentage  of  originations  in  the  secondary  market. 
Thus,  housing  finance  in  the  future  will  be  more  and  more  dependent  on  a 
supply  of  funds  from  the  capital  markets,  and  on  secondary  market  con- 
duits to  provide  the  bridge  between  these  markets. 

The  combination  of  declining  deposit  financing  of  home  mortgage  credit 
by  thrifts  and  rising  mortgage  credit  needs  stemming  from  demographic 
demands  (most  notably  the  maturation  of  the  baby  boom) ,  means  a  tremen- 
dous increase  in  the  volume  of  mortgages  flowing  through  the  secondary 
market.   Freddie  Mac,  Ginnie  Mae,  and  Fannie  Mae  are  now  the  principal 
mechanisms  for  an  efficient,  low  cost  transfer  of  mortgage  funds  from 
capital  market  investors  to  originators!   However,  the  need  and  poten- 
tial for  growth  in  the  conventional  secondary  market  is  significant  and 
has  resulted  in  the  emergence  of  the  new  players  mentioned  above. 

The  Role  of  Secondary  Markets 

The  housing  finance  system  will  increasingly  rely  on  the  secondary  mort- 
gage market  for  the  delivery  of  home  mortgage  credit.   To  understand 
fully  how  and  why  this  will  happen,  it  is  useful  to  look  more  closely  at 
the  role  of  secondary  markets  in  the  delivery  of  mortgage  credit.   In  so 
doing,  an  important  point  will  become  clear.   The  key  to  the  ability  of 
secondary  market  institutions  to  provide  tremendous  benefit  to 
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homebuyers,  without  Congressional  appropriation,  is  their  interaction 
with,  and  reliance  on,  private  financial  market  participants. 

The  most  important  function  of  the  secondary  market  is  to  provide  an 
elastic  supply  of  funds  to  the  mortgage  market.   That  is,  it  ensures 
that  funds  are  supplied  in  response  to  household  demand,  and  that  mort- 
gage rates  are  in  line  with  capital  market  rates.   During  the  1970s,  it 
did  this  in  two  ways.   First,  secondary  market  activity  moved  funds  from 
areas  of  the  country  with  a  surplus  of  mortgage  funds  to  areas  with  a 
deficit.   For  example,  institutions  in  the  Northeast,  with  somewhat  low- 
er mortgage  rates  reflecting  relatively  weak  loan  demands  and  state 
imposed  usury  ceilings,  and  with  large  savings  inflows,  purchased  mort- 
gages for  their  portfolios.   Those  in  the  fast  growing  Sunbelt  sold  new- 
ly originated  loans  in  order  to  liquify  their  portfolios  to  meet  their 
heavy  loan  demands. 

Second,  secondary  market  activity  helped  broaden  the  market  for  home 
mortgages  by  creating  the  kinds  of  securities  demanded  by  nontraditional 
investors,  such  as  pension  funds  and  life  insurance  companies.   As  a 
result,  it  was  able  to  cushion  the  cyclical  disintermediation  in  the 
thrift  industry. 

The  challenge  facing  the  secondary  market  today  is  considerably  broader 
than  in  the  past.   In  the  1980s,  it  must  provide  the  mortgage  market  as 
a  whole  with  a  supply  of  funds  from  capital  markets,  and  thus  increase 
the  net  supply  of  mortgage  credit. 
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To  meet  this  challenge,  a  variety  of  links,  or  conduits,-  between  mort- 
gage and  capital  markets  must  be  used.   The  most  important  are  provided 
by  the  public  and  quasi-public  entities,  Freddie  Mac,  Ginnie  Mae,  and 
Fannie  Mae.   These  institutions  have  Congressionally  mandated  goals,  and 
special  provisions  to  help  achieve  those  goals.   These  special  provi- 
sions may  be  summarized  in  the  term  "agency  status."  Agency  status 
implies  a  number  of  things.   It  is  important  to  remember,  however,  that 
the  intrinsic  value  of  what  these  institutions  provide  does  not  depend 
on  their  agency  status. 

The  primary  value  of  the  institutions  mentioned  above  is  their  ability 
to  attract  capital  market  investors  into  the  mortgage  market.   One  way 
they  have  done  this  is  by  offering  investors  attractive  yields.   Yield, 
however,  is  not  the  only  consideration  investors  use  in  their  investment 
decision.   They  are  also  concerned  about  cash  flow,  maturity,  market- 
ability, and  risk.   The  secondary  market  institutions  mentioned  above 
have  been  successful  because  they  have  addressed  these  other  character- 
istics as  well. 

Investors  in  whole  mortgages  demand  higher  yields  on  mortgages  than  on 
other  investments,  for  example  corporate  or  Treasury  securities,  because 
whole  mortgages  are  at  a  disadvantage  in  providing  these  other  charac- 
teristics . 
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First,  mortgages  differ  from  bond-type  instruments  because  of  differenc- 
es in  cash  flow.   That  is,  the  principal  is  paid  back  gradually.   This 
means  the  proceeds  must  be  reinvested  more  frequently  than  with  Treasury 
securities  (or  corporate  bonds)  which  only  pay  off  principal  at  maturi- 
ty.  The  transaction  costs  of  reinvesting  principal,  and  the  risk  of  not 
knowing  what  interest  rates  will  be  when  the  principal  is  reinvested, 
are  important.   Investors  tend  to  require  a  premium  because  of  this. 

Second,  the  maturity  of  a  mortgage  is  uncertain.   The  typical  30  year 
mortgage  seldom  lasts  the  entire  thirty  years.   Most  loans  are  prepaid, 
for  example,  if  the  homeowner  decides  to  refinance  or  sell  the  house. 
If  there  is  mortgage  insurance,  mortgages  also  "prepay"  when  there  is  a 
default  and  the  claim  is  paid  off.   More  importantly,  the  maturity  is 
affected  by  interest  rates.   Since  borrowers  can  refinance  when  interest 
rates  fall,  the  maturity  of  the  mortgage  will  fall  as  interest  rates 
decline.   Maturities  will  lengthen  as  interest  rates  rise,  particularly 
if  the  mortgage  is  assumable. 

Third,  whole  mortgage  loans  are  not  inherently  marketable;  the  differ- 
ences among  borrowers  and  properties  are  very  difficult  to  evaluate  for 
those  other  than  local  specialists.   Hence,  investors  require  premiums 
to  compensate  them  for  the  underwriting  and  other  transaction  costs  of 
buying  and  selling  mortgages,  and  for  the  interest  rate  risk  they  incur 
while  trying  to  sell  these  loans. 
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Finally,  mortgages  require  originating  and  servicing,  and  even  with  the 
best  underwriting  standards  some  defaults  will  occur.   Capital  market 
investors  are  generally  not  in  a  position  to  either  perform  these  ser- 
vices or  accept  this  default  risk. 

Secondary  market  conduits  can  eliminate  much  of  the  cash  flow,  market- 
ability, and  servicing  and  default  risk  disadvantages  associated  with 
mortgage  investment  through  the  use  of  mortgage-backed  securities.   A 
mortgage-backed  security  represents  a  pro  rata  share  of  a  pool  of 
underlying  mortgages.   They  overcome  the  disadvantages  of  whole  loan 
investment  in  several  ways.   First,  they  can  be  structured  to  have  cash 
flows  similar  to  that  of  bonds.   (The  exemption  from  grantor  trust 
restrictions  contained  in  the  TIM  proposal  would  allow  even  greater 
flexibility  in  this  area).   Second,  by  underwriting  the  loans,  the  need 
for  investor  underwriting  is  eliminated,  and  the  securities  are  of  a 
uniform  quality.   This  provides  one  of  the  ingredients  for  marketabil- 
ity.  The  other  ingredient  is  that  the  securities  must  trade  in  high 
volume.   The  mortgage-backed  securities  of  Freddie  Mac,  Ginnie  Mae,  and 
Fannie  Mae  provide  these  marketability  ingredients.   They  also  reduce 
the  default  risk  to  investors  by  guaranteeing  the  security  and 
diversifying  default  risk  among  many  mortgage  loans  (pooling) . 

By  providing  the  above  characteristics  to  investors,  the  federally- 
related  secondary  mortgage  institutions  have  provided  an  important  link 
between  capital  and  mortgage  markets.   The  predominant  link  for  the  con- 
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ventional  mortgage  market  has  been  the  Freddie  Mac  Mortgage  Participa- 
tion Certificate,  or  PC.   Freddie  Mac  guarantees  the  timely  payment  of 
interest  and  full  payment  of  principal  on  the  mortgages  underlying  the 
PCs.   It  minimizes  the  risk  of  this  guarantee  by  strictly  underwriting 
all  the  loans  it  purchases,  and  by  maintaining  a  reserve  to  cover  loss- 
es.  It  avoids  interest  rate  risk  by  matching  mortgage  purchases  with 
sales  of  PCs.   These  two  strategies  have  enabled  Freddie  Mac  to  be  high- 
ly profitable  in  an  environment  that  has  severely  tested  unhedged  port- 
folio lenders. 

Since  1970,  the  Ginnie  Mae  MBS  has  provided  the  dominant  link  to  capital 
markets  for  FHA-insured  and  VA-guaranteed  mortgages.   Ginnie  Mae  does 
not  actually  purchase  mortgages  and  sell  securities.   Instead,  it  adds 
its  guarantee  to  mortgage-backed  securities  which  are  issued  by  lenders. 
Ginnie  Mae's  guarantee  of  timely  payment  of  principal  and  interest  to 
investors  carries  the  full  faith  and  credit  of  the  U.S.  government. 
However,  the  risk  implied  by  this  guarantee  is  minimized  because  of  the 
underlying  FHA  or  VA  backing  for  these  mortgage  loans,  and  because 
Ginnie  Mae  strictly  underwrites  all  those  who  are  allowed  to  issue 
Ginnie  Mae  securities,  maintaining  reserves  against  losses. 

Fannie  Mae  has  provided  links  to  capital  markets  for  both  FHA/VA  and 
conventional  mortgages  in  a  different  manner.   For  the  past  45  years, 
Fannie  Mae  has  purchased  long-term  mortgages  and  issued  short-term  debt 
to  finance  these  mortgages,  taking  on  interest  rate  risk  in  the  process. 
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In  1981,  Fannie  Mae  began  issuing  mortgage  passthroughs  in  the  Freddie 
Mac/Ginnie  Mae  mold,  to  avoid  this  interest  rate  risk. 

A  key  factor  in  the  success  of  Freddie  Mac,  Fannie  Mae,  and  Ginnie  Mae 
has  been  their  ability  to  participate  in  sophisticated  financial  markets 
with  other  private  financial  institutions.   This  has  allowed  them  to 
attract  capital  market  investors  into  mortgage  investment  without  the 
need  for  Congressional  appropriations.   This  ability  has  depended  funda- 
mentally on  the  acceptance  of  their  contracts  by  investors.   Moreover, 
the  obligations  of  the  secondary  market  institutions  go  beyond  the  legal 
contracts,  to  the  expectations  of  investors.   In  this  sense,  changes 
imposed  to  achieve  particular  public  benefits  may  actually  hinder  the 
ability  of  the  secondary  market  to  perform  its  role  at  all. 

One  example  of  the  importance  of  the  implicit  and  explicit  expectations 
of  investors  and  the  importance  in  meeting  these  expectations  is  provid- 
ed by  the  decision  of  Ginnie  Mae  to  allow  the  inclusion  of  loans  to 
builders  in  its  pools  between  April  1  and  August  31,  1981.   According  to 
the  American  Banker  (July  18,  1980  and  August  7,  1980),  the  purpose  was 
"to  help  bail  out  builders  with  existing  homes  ready  for  sale"  and  "to 
help  the  sagging  housing  industry."  The  Public  Services  Association 
(PSA)  objected  to  this  practice  because  the  construction  loans  were 
likely  to  prepay  much  faster  than  the  loans  to  homebuyers,  and  because 
the  percent  of  builder  loans  in  each  pool  was  not  disclosed.   PSA's 
self-regulatory  affiliate  (SRI)  filed  suit  to  stop  Ginnie  Mae  from  guar- 
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anteeing  pools  including  these  loans.   Eventually  an  out-of-court  set- 
tlement was  reached.   SRI ' s  chairman  said,  "Ginnie  Mae  securities  backed 
by  pools  containing  builder  loans  are  perceived  in  the  market  place  to 
be  a  different  financial  instrument.   The  integrity  of  the  market  has 
been  threatened  by  the  presence  of  builder  loans  in  Ginnie  Mae  pools." 
(American  Banker,  July  21,  1980.)   The  point  is  that  attempting  to 
achieve  a  simple  public  benefit  in  a  technically  legal  way  could  have 
disrupted  a  multibillion  dollar  market  and  the  benefits  therein. 

B.  Housing  Market  Trends 

In  discussing  the  changing  structure  of  the  housing  finance  system,  it 

is  useful  to  take  a  brief  look  at  trends  in  housing  markets  generally  to 

ensure  that  the  financing  needs  of  all  types  of  housing  and  homebuyers 
are  met  in  the  new  housing  finance  system. 

Throughout  most  of  the  last  decade,  new  single-family  homes  showed  a 
consistent  improvement  in  terms  of  size  and  amenities.   Significant 
increases  in  the  real  cost  of  homeownership  in  the  past  few  years,  how- 
ever, have  resulted  in  a  tendency  toward  smaller,  less  elaborate  houses. 
The  expectation  of  continued  high  real  homeownership  costs  has  led  ana- 
lysts to  predict  that  new  houses  will  be  smaller  and  more  spartan  in  the 
coming  years  as  well. 
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Consistent  with  the  view  that  homes  will  be  smaller  is  the  implication 
that  mobile  homes  (also  known  as  manufactured  housing)  will  become  more 
important  in  fulfilling  housing  demand.   Mobile  home  shipments  have  dis- 
played relative  strength  in  the  current  housing  depression,  accounting 
for  18  percent  of  the  total  supply  of  new  housing  units  in  1981.   Con- 
tinuing improvements  in  product  quality,  relaxation  of  zoning  restric- 
tions, and  the  fact  that  mobile  homes  have  their  greatest  acceptance  in 
the  Sunbelt  and  nonmetropolitan  areas,  which  are  enjoying  the  greatest 
population  growth,  imply  that  mobile  homes  may  play  an  important  role  in 
meeting  housing  demand  in  the  future. 

The  af fordability  considerations  that  will  have  a  favorable  effect  on 
mobile  homes  sales  will  also  affect  condominium  sales.   The  popularity 
of  condominiums  witnessed  over  the  last  five  years  reflects  their  suc- 
cess in  providing  an  affordable  alternative  to  the  traditional  detached 
single-family  home,  while  still  providing  homeowners  with  an  attractive 
inflation  hedge. 

Despite  a  demographic  shift  in  the  mix  of  households  toward  older  house- 
holds that  prefer  single-family  detached  homes,  favorable  changes  in  the 
Economic  Recovery  Tax  Act  of  1981,  along  with  an  expected  decline  in  the 
public  role  in  multifamily  housing,  imply  that  the  private  multifamily 
market  will  be  an  Important  one  in  meeting  the  housing  needs  of  the 
1980s.   Projections  under  "most  likely"  assumptions  about  economic 
growth  and  inflation  show  increases  of  over  25  percent  in  both  1983  and 
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1984  in  multifamily  housing  starts.   It  is  useful  to  note  that  because 
of  the  Economic  Recovery  Tax  Act,  multifamily  properties  will  be  depre- 
ciated more  rapidly  and  sold  more  frequently  than  was  previously  the 
case.   As  a  result,  multifamily  mortgage  credit  demand  may  increase 
faster  than  the  expected  increases  in  multifamily  starts. 

Demographic  forces  are  shifting  toward  greater  growth  among  the  middle- 
aged  families  who  tend  to  favor  large  detached  homes.   Nevertheless, 
alternative  forms  of  housing  such  as  mobile  homes  and  condominiums,  can 
be  expected  to  play  important  roles,  especially  to  the  extent  cash  flow 
af fordability  problems  are  evident.   The  overall  increase  in  the  mort- 
gage credit  demands  of  the  1980s  ensures  this. 
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Figure  1 
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Source:   MUD,  "Quarterly  Survey  of  HortgaBc  Lending."  Tl>e  IIUD  data 
covera  origlnntion  activity  by  major  lending  groups.   In  addition  to 
the  above,  life  InBurnnce  companies,  public  nnd  private  pension  funds, 
real  estate  investment  truoto,  federal  credit  agencies,  and  state  nnd 
local  credit  ogencies  are  surveyed .  Thcoe  other  lenders  have 
comprised  2-7  percent  of  total  originations  over  the  19706. 
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TAB  II  -  FREDDIE  MAC'S  RESPONSE 

New  Products 

The  structure  of  the  housing  finance  system  is  changing  rapidly.   As  a 
direct  consequence,  the  role  of  the  primary  and  secondary  market  within 
that  system,  along  with  the  participants  and  mortgage  instruments  in 
these  markets,  are  also  changing.   Recent  innovations  and  new  products 
at  Freddie  Mac  have  been  initiated,  and  will  continue  to  be  initiated, 
as  a  result.   As  one  will  notice,  Freddie  Mac's  emphasis  in  1983  will  be 
on  expanding  the  secondary  market  for  new  originations,  although  the 
Guarantor  (or  SWAP)  program  will  continue  to  be  improved  to  meet  lend- 
ers' liquidity  needs. 

Primary  Market 

The  volume  of  mortgage  credit  demand  expected  in  the  1980s,  combined 
with  thrift's  broadened  asset  and  liability  powers  (and  reduced  emphasis 
on  mortgage  lending)  requires  that  a  wide  variety  of  mortgage  lenders 
participate  in  the  delivery  of  mortgage  credit.   Their  ability  to  do 
this,  in  turn,  depends  on  their  access  to  the  secondary  market.   Freddie 
Mac  is,  therefore,  expanding  its  customer  base,  and  is  reducing  barriers 
in  an  effort  to  make  it  easier  for  all  lenders  to  participate  in  Freddie 
Mac  programs.   Below  are  some  of  the  steps  Freddie  Mac  has  already  taken 
to  achieve  this  goal. 
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•  On  November  1,  1982,  Freddie  Mac  dropped  the  50  basis  point  fee 
charged  to  non-members  of  the  Federal  Home  Loan  Bank  System.   This 
change  increases  access  to  the  secondary  market  for  conventional  mort- 
gages for  commercial  banks  and  mortgage  bankers.   Although  historical- 
ly thought  of  as  FHA/VA  originators,  mortgage  bankers  increased  their 
share  of  conventional  originations  to  17  percent  for  the  first  nine 
months  of  1982.   Commercial  banks  continued  to  originate  about  one- 
fourth  of  conventional  loans.   In  addition,  the  change  opens  the  door 
for  emerging  mortgage  lenders  such  as  credit  unions  and  credit  compa- 
nies. 

•  Last  November  Freddie  Mac  began  allowing  million  dollar  SWAPs  in  the 
Guarantor  program.   This  is  the  second  reduction  from  the  $10  million 
requirement  when  the  program  began  in  1981. 

•  Freddie  Mac  announced  that  for  the  first  time,  certain  fixed-rate, 
FHA- insured  and  VA-guaranteed  mortgages  may  be  swapped,  as  long  as 
they  are  at  least  one  year  old  loans  on  single-family  homes. 

•  Further,  Freddie  Mac  has  simplified  the  seller/servicer  application 
process,  abolishing  application  fees  and  reducing  paperwork. 


Secondary  Market 

Changes  to  promote  access  to  the  secondary  market  are  only  as  good  as 
the  day-to-day  mechanisms  that  are  in  place  for  lenders  to  deliver  their 
mortgages.   The  importance  of  these  mechanisms  has  increased  for  two 
reasons.   First,  the  increased  volatility  of  financial  markets  requires 
more  sophisticated  programs  to  meet  the  needs  of  originators.   Second, 
and  more  importantly,  the  volume  of  mortgage  credit  flowing  through  the 
secondary  market  will  increase  as  a  result  of  increased  mortgage  credit 
demands  and  restructuring  in  the  housing  finance  system.   As  a  result,  a 
number  of  changes  were  announced  that  significantly  improve  the  access 
for  borrowers  and  lenders  to  the  capital  markets  through  Freddie  Mac. 


•  Last  month,  Freddie  Mac  lifted  the  $5  million  ceiling  on  the  amount  of 
home  mortgages  that  lenders  can  sell  in  each  weekly  auction  for  the 
immediate  delivery  program.   For  noncompetitive  bids,  the  limit  was 
raised  from  $250,000  to  $500,000. 
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Freddie  Mac  has  moved  from  a  weekly  to  a  daily  posting  of  the  yields 
at  which  offers  for  mandatory  delivery  commitments  are  accepted.   This 
change  will  give  lenders  much  greater  flexibility  in  using  Freddie 
Mac's  programs  and  in  managing  their  operations,  including  increased 
opportunities  for  hedging  their  risks. 

Most  commitments  were  only  available  on  a  60-day  mandatory  basis  in 
the  past.   For  most  programs  they  will  now  be  available  for  30-,  60-, 
90-,  and  120-day  mandatory  delivery  commitments.   This  greatly  expands 
Freddie  Mac's  ability  to  meet  the  delivery  needs  of  a  wide  range  of 
mortgage  lenders. 

Freddie  Mac  has  joined  forces  with  the  Home  Mortgage  Access  Co-rpora- 
tion  (HOMAC) ,  a  subsidiary  of  the  National  Association  of  Home  Build- 
ers, to  increase  secondary  market  activity  through  a  $500  million  pro- 
grcim.   All  of  Freddie  Mac's  programs,  and  a  new  program  to  purchase  15 
year  fixed-rate  mortgages,  will  be  available  to  builders  through 
HOMAC. 

Builders  who  are  enrolled  in  the  program  will  be  able  to  obtain  com- 
mitments to  sell  mortgages  until  the  end  of  March.   Until  the  end  of 
this  year,  any  approved  seller/servicer  may  convert  the  HOMAC  builder 
commitment  into  a  Freddie  Mac  purchase  contract. 

Initially,  the  builder  reserves  the  funds  for  a  one-half  of  one  per- 
cent fee.   HOMAC  retains  one-eighth  of  one  percent,  and  pays  three- 
eighths  of  one  percent  to  Freddie  Mac.   However,  the  three-eighths  fee 
paid  is  refunded  directly  to  the  builder  when  the  reservation  is  con- 
verted to  a  Freddie  Mac  commitment. 

To  handle  the  increasing  volume  and  types  of  activities  in  the  secon- 
dary market,  Freddie  Mac  is  updating  processing  capacity,  making  use 
of  state  of  the  art  technology. 

A  major  initiative  for  1983  will  be  the  use  of  SWAPs  for  new  origina- 
tions. 


Mortgage  Instruments 

The  late  1970s  witnessed  an  explosion  of  mortgage  instruments  as  borrow- 
ers, lenders,  and  investors  responded  to  a  volatile  financial  environ- 
ment.  Adjustable  rate  mortgages  with  seemingly  infinite  variations  in 
interest  rate  and  loan  payment  adjustments  emerged  as  lenders  sought  to 
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avoid  interest  rate  risk.   Graduated  payment  mortgages,  growing  equity 
mortgages,  shared  equity  mortgages,  and  buy-downs,  all  emerged  as  ways 
to  rearrange  the  mortgage  payments  of  borrowers  to  respond  to  record- 
breaking  mortgage  rates.   As  useful  as  the  flexibility  these  instruments 
provides  to  individual  borrowers  and  investors,  these  needs  must  ulti- 
mately be  reconciled  with  the  use  of  half  a  dozen  to  a  dozen  instru- 
ments.  Without  this  standardization  to  a  few  homogenous  mortgage 
instruments,  the  earlier  mentioned  marketability  advantages  of  the  sec- 
ondary mortgage  market  will  be  impossible.   The  result  will  be  an 
increase  of  the  cost  of  homebuyers'  mortgage  credit. 

One  of  the  instruments  that  will  continue  to  be  important  is  the  second 
mortgage.   Advance  Mortgage  Corporation  estimates  that  two  out  of  every 
five  mortgages  issued  by  financial  institutions  in  1981  were  second 
mortgages.   Through  the  early  and  mid  70s,  that  was  one  in  twenty.   The 
impetus  behind  this  growth  is  the  extraordinary  increase  in  housing  val- 
ues over  the  1970s.   As  housing  equities  continue  to  grow,  so  too  will 
the  market  for  second  loans. 

A  variation  of  a  second  mortgage  is  the  credit  line  mortgage.   With  this 
mortgage,  the  borrower  is  approved  for  a  maximum  loan  amount,  depending 
on  equity,  which  can  be  drawn  upon  as  needed.   Merrill  Lynch  has  recent- 
ly proposed  such  an  account. 
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Freddie  Mac  is  making  many  changes  to  accommodate  the  increase  in  mort- 
gage instruments.   This  should  not,  however,  require  a  great  prolifera- 
tion of  mortgage  instruments.   As  already  mentioned,  the  needs  of 
borrowers  and  investors  can  be  mutually  accommodated  by  developing  a 
limited  number  of  mortgage  instruments.   This  move  toward  standardiza- 
tion is  essential  for  mortgage-backed  securities  to  trade  in  a  volume 
large  enough  for  the  full  benefits  of  the  secondary  markets  to  be 
achieved. 

As  a  result,  Freddie  Mac  is  focusing  on  a  few  programs,  which  will  be 
refined  in  response  to  borrower,  lender,  and  investor  needs.   Whenever 
possible,  mortgage  instruments  that  have  passed  the  market  test  will  be 
replicated.   The  ultimate  objective  is  to  provide  homebuyers  and  inves- 
tors access  to  mortgages  with  a  range  of  maturity  structures — short, 
intermediate,  and  long  term. 


•  Two  new  Freddie  Mac  programs  in  the  short  term  range  have  been 
announced.   In  mid-April  Freddie  Mac  will  purchase  two  Adjustable  Rate 
Mortgages  (ARMs)  indexed  to  the  rate  on  Treasury  securities.   These 
will  be  30  year  instruments,  one  in  which  the  rate  adjusts  every  three 
years  tied  to  the  three  year  Treasury  rate,  and  one  with  five  year 
adjustments  tied  to  the  five  year  Treasury  rate.   Freddie  Mac's 
efforts  have  been  coordinated  with  Fannie  Mae,  so  that  after  a  lender 
originates  a  five  year  ARM,  it  can  be  delivered  to  either  organiza- 
tion.  These  instruments  are  intended  to  meet  the  needs  of  lenders  by, 
in  effect,  shortening  the  maturity  of  their  mortgage  assets,  while 
giving  borrowers  some  degree  of  payment  stability. 

•  In  the  intermediate  term  range,  Freddie  Mac  has  begun  to  take  commit- 
ments through  HOMAC  to  purchase  15  year  fixed-rate  mortgages,  and  will 
begin  to  purchase  them  from  all  seller/servicers  in  mid-April. 

•  For  long  term  mortgages,  the  30  year,  fixed-rate  programs  will  always 
be  important.   Close  attention  is  being  given  to  mortgage  instruments 
which  address  the  af fordability  needs  of  borrowers — in  particular 
first  time  homebuyers.   FHA  experience  has  demonstrated  the  potential 
for  widespread  acceptance  of  graduated  payment  mortgages.   Freddie  Mac 
is,  therefore,  working  on  a  program  for  conventional  GPMs. 
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TAB  III 
LEGISLATIVE  AGENDA 
AUTHORITY  FOR  FHLMC  TO  PURCHASE  PERSONAL  PROPERTY 
MANUFACTURED  HOUSING  LOANS 


ISSUE: 


The  corporation  is  seeking  statutory  authority  to  purchase 
loans  secured  in  whole  or  in  part  by  personal  property 
manufactured  housing. 


AMENDMENT 
NEEDED: 


Section  302(h)  of  the  Federal  Home  Loan  Mortgage  Corporation 
Act  is  amended  by  adding  at  the  end  thereof  the  following 
paragraph:   "The  term  'residential  mortgage'  is  also  deemed  to 
include  loans  or  advances  of  credit  secured  by  mortgages  or 
other  liens  against  manufactured  homes,  whether  the  security 
property  is  real,  personal  or  mixed." 


LEGISLATIVE 
STATUS : 


BACKGROUND : 


The  House  housing  bill,  H.R.I,  includes  a  provision  to 
authorize  the  corporation  to  purchase  personal  property 
manufactured  home  loans  by  amending  the  term  "residential 
mortgage"  to  Include  the  following:   "The  term  'residential 
mortgage'  is  also  deemed  to  include  loans  or  advances  of  credit 
secured  by  mortgages  or  other  liens  against  manufactured 
homes."   In  order  to  clarify  that  the  authority  specifically 
includes  personal  property  loans,  the  corporation  is  requesting 
that  this  language  be  amended  to  include  at  the  end  of  this 
sentence  — ,  "whether  the  security  property  is  real,  personal 
or  mixed."   An  identical  amendment  is  being  requested  for 
inclusion  in  the  Senate  Housing  bill. 

Generally  speaking,  manufactured  housing  units  that  are  not 
permanently  affixed  to  real  property  are  considered  personal 
property  under  most  state  laws.   Also,  the  vast  majority  of 
manufactured  housing  units  are  financed  through  retail 
installment  credit  contracts  rather  than  by  standard  mortgage 
loan  instruments.   Although  there  is  an  active  secondary  market 
for  FHA/VA  manufactured  housing  loans,  the  national  secondary 
mortgage  market  does  not  now  provide  an  adequate  outlet  for 
conventional  loans  on  personal  property  manufactured  housing. 


CHANGE : 


Manufactured    housing    represents   an   affordable    alternative    for 
moderate    and    low   income    families,    particularly   first    time 
horaebuyers,    who    have   been   priced    out    of    the    site-built   housing 
market.      As    the  manufactured    housing  market   continues    to   grow, 
additional    sources   of   credit   will   be   needed    to    finance    these 
homes.      By   removing   current   obstacles    to    the   development   of 
secondary  market    programs    for   conventional   manufactured    housing 
loans,    an   adequate   supply   of   credit   will   be  made    available   at 
competitive  market    rates    for    these   home   purchases. 
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AUTHORITY  FOR  FHLMC  TO  PURCHASE  PERSONAL  PROPERTY 

MANUFACTURED  HOUSING  LOANS 

CONCLUSION:    Authority  for  the  corporation  to  purchase  these  loans  will 

expand  housing  opportunities  particularly  in  rapidly  developing 
regions  where  manufactured  housing  is  becoming  Increasingly 
popular.   The  corporation's  authority  to  purchase  these  loans 
may  stimulate  production  as  well  as  promote  uniformity  and 
standardization  to  this  segment  of  the  national  housing  market. 

The  corporation  has  begun  exploring  the  complex  issues  raised 
by  purchasing  and  selling  conventional  loans  secured  by 
personal  property  manufactured  housing.   This  activity 
represents  a  significantly  different  line  of  business 
(installment  credit)  for  the  corporation.   The  corporation 
believes  the  development  of  a  viable  program  could  be  completed 
as  early  as  198A. 
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REMOVAL  OF  FHLMC  MORTGAGE  LIMITS 


The  corporation  is  seeking  removal  of  its  statutory  mortgage 
limits. 


BACKGROUND:     Under  the  Corporation's  Charter  Act,  maximum  mortgage  limits 

are  adjusted  annually  based  upon  a  Federal  Home  Loan  Bank  Board 
Index  of  nationwide  average  home  purchase  prices.   Mortgage 
limits  for  single  family  homes  are  currently  $108,300.   Prior 
to  1980,  the  mortgage  limits  were  tied  to  the  ceiling  set  for 
federal  savings  and  loan  associations  under  Section  5(c)  of  the 
Home  Owners  Loan  Act.   Mortgage  limits  for  savings  and  loans 
were  removed  in  1980  by  the  Depository  Institutions  and 
Monetary  Control  Act  of  1980. 


AMENDMENT 


Section  305(a)(2)  of  the  Federal  Home  Loan  Mortgage  Corporation 
Act  would  be  amended  as  follows:  "(1)  by  striking  out  "shall" 
in  the  fifth  sentence  and  inserting  in  lieu  thereof  "may";  and 
(2)  by  striking  out  the  last  four  sentences  thereof." 


LEGISLATIVE 
STATUS : 


The  1982  Senate  Housing  Bill,  S.2607,  included  a  provision  to 
remove  the  mortgage  limits  for  FHLMC  and  FNMA. 


Deregulation  of  the  thrift  industry  has  resulted  in  broadened 
asset  and  liability  powers  for  thrifts,  with  less  focus  on  home 
mortgage  lending.   Housing  finance  must,  as  a  direct 
consequence,  reduce  its  reliance  on  deposit  financing  and 
increase  its  reliance  on  secondary  market  financing. 
Since  savings  and  loans  and  other  primary  market  lenders  can 
now  originate  residential  loans  without  regard  to  any  dollar 
ceiling,  it  follows  that  the  corporation  have  the  ability  to 
purchase  the  residential  mortgages  originated  by  these 
lenders . 

Maximum  efficiency  in  the  housing  finance  system  vrLll  ensure 
that  an  adequate  volume  of  credit  is  available  at  competitive 
rates.   Currently,  mortgage  markets  are  segmented  between  those 
mortgages  that  can  be  sold  in  volume  in  the  secondary  markets 
and  those  that  cannot.   As  a  result,  horaebuyers  desiring 
conventional  loans  in  high  cost  areas,  second  mortgages,  or  a 
variety  of  alternative  mortgage  instruments  not  accepted  by  the 
secondary  market  corporations,  must  pay  a  premium  on  their 
rates  because  of  limited  access  to  the  secondary  market.   Loan 
limits  prevent  FHLMC  from  achieving  its  full  potential  in 
reducing  the  cost  of  mortgage  funds  to  all  home  purchasers  by 
competitively  tapping  capital  market  dollars. 
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Support    to   moderate    income   homebuyers   will   not   be   diluted    by 
removal   of    the  mortgage   limits.      As    the    following    chart 
demonstrates,    the    average   conventional   mortgage   purchased    by 
the   corporation   has   been   consistently  below   the    purchase    price 
ceiling    implied    by  our    loan   limits.      That    is,    it    is    the  market, 
not    Freddie   Mac's    loan   limits,    that    are   directing   Freddie   Mac's 
purchases    to   moderate    income   homebuyers.      Regardless    of   changes 
in   Freddie   Mac's    loans    limits,    leaders   will    continue    to 
originate    a  wide    spectrum   of   mortgage    loans. 

More    importantly,    the   corporation    purchases   mortgage    loans, 
pools   these    loans   and    sells    them    in    the    form   of  mortgage 
pass-through      securities.      Because   of    this    financing  mechanism, 
the    corporation   is    not    under   any   capacity  constraints    that 
would   cause    it    to    reduce    its   commitment    to   low  and   moderate 
income   home   purchasers    if    the    loan   celling    is   removed. 

U.S.    HOUSE   PRICES 


U.S.    Average  Average   New  FHLMC   -  Average      Implicit  FHLMC        FHLMC 

Purchase   Price        Home   Purchase        Home   Purchase  Purchase  Price        Mortgage 

Existing   Homes        Price  Price  Ceiling  Ceiling 

(80%    LTV  Ratio)      Single 
Family 

1976  42,200  48,000  43,534  68,750  55,000 

1977  47,900  54,200  47,193  68,750  55,000 

1978  55,000  62,500  54,595  93,750  75,000 

1979  64,200  71,800  60,352  93,750  75,000 

1980  72,800  76,400  69,599  117,187  93,750 

1981  78,300  83,000  123,125  98,500 

1982  80,400  83,800  133,750  107,000 


19-999    O— 83 27 
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3  - 


Equal  access  to  the  nationwide  secondary  market  should  be 
provided  to  parts  of  the  country  with  a  high  cost  of  living.   A 
home  comparable  to  one  costing  $70,000  in  Akron,  Ohio  costs 
$126,500  in  Providence,  Rhode  Island,  $135,000  in  St  Paul, 
Minnesota,  $165,000  in  Stamford,  Connecticut  and  $253,000  in 
Orange  County,  California.   Urban  areas  in  particular  are 
limited  In  their  access  to  the  secondary  market.   In  1982, 
nineteen  SMSAs  across  the  country  had  average  home  purchase 
prices  above  the  corporation's  mortgage  ceiling  (FHLBB  Interest 
Rate  Survey).   As  a  result,  the  corporation  serves  states  with 
lower  average  home  prices  to  a  greater  extent  than  higher  cost 
areas.   Removal  of  the  limitations  would  result  in  equal  access 
to  the  secondary  market  among  all  states  and  cities 
notwithstanding  the  wide  differentials  relating  to  average  home 
purchase  prices. 

Although  FHLMC's  implicit  house  price  limit  is  above  the 
national  average  price  for  both  new  and  existing  houses 
(preceeding  Table  on  U.S.  House  Prices).   This  does  not  imply 
that  the  FHLMC/FNMA  loan  limit  does  not  cause  problems  for 
moderate  income  homebuyers  in  high  cost  areas.   The  national 
average  reflects  wide  variation  in  house  prices.   For  example. 
In  1982,  10  to  12  percent  of  all  new  and  existing  houses  sold, 
and  roughly  25  to  30  percent  of  the  actual  dollar  volume  of 
house  sales,  were  ineligible  for  purchase  by  FHLMC  If  the 
homebuyer  obtained  an  80  percent  loan-to-value  ratio  mortgage 
loan.   This  indicates  that  over  250,000  loans  on  new  and 
existing  houses  were  denied  access  to  secondary  markets  through 
FHLMC . 

More  important  than  the  actual  number  of  loans  that  are 
ineligible  is  the  fact  that  the  burden  of  this  constraint  is 
not  distributed  uniformly  among  housing  markets.   It  is  much 
greater  in  relatively  high  cost  areas.   House  prices  vary 
significantly  by  state,  and  particularly  by  city.   While  on 
average  only  10  to  12  percent  of  the  mortgages  originated  in 
1982  were  Ineligible  for  sale  to  FHLMC  or  FN>LA,  there  are  high 
cost  cities  across  the  country  where  significantly  more  loans 
were  not  eligible  for  sale. 

Hence,  while  FHLMC's  loan  limits  were  not  a  constraint  for  many 
homebuyers,  they  were  a  burden  on  significant  numbers  of' 
borrowers  in  certain  states.   Removal  of  the  limitations  would 
result  in  equal  access  to  the  secondary  market  among  all  states 
and  cities  notwithstanding  the  wide  differentials  relating  to 
average  home  purchase  prices . 
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-  4  - 

CONCLUSION:  The    secondary  market   will    play  an   essential    role    In    the    '80s    in 

the   delivery  of  mortgage   credit.      Removal   of   barriers   such   as 
mortgage   ceilings   vd.ll   allow   the   corporation    to   better   serve   a 
broader    segment   of    the   housing  market.      This,    in   turn,    will 
allow  a  broader    segment   of  horaebuyers    to   benefit    in    terms   of 
lower   costs    and    an    Increased    supply  of   mortgage   credit    from    the 
efficiency  gains   created    by  Freddie   Mac's  market   making 
ability.      With    the   authority    to    issue    preferred    stock,    the 
corporation  will   be   able    to    increase    its    support    to    all 
segments   of    the    housing  market   on   an   equal    footing    in   the 
future   without    in   any  way  diluting    its    support    to    lower    and 
moderate    income    homebuyers . 
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ISSUE: 


The  corporation  is  seeking  authority  to  purchase  loans  secured 
by  junior  liens  the  proceeds  of  which  are  not  limited  to  energy 
and  home  improvement  purposes. 


AMENDMENT 


The  first  sentence  of  section  302(h)  of  the  Federal  Home  Loan 
Mortgage  Corporation  Act  (12  U.S.C.  1451(h))  is  amended  by 
striking  the  words  "status  as  a  first  lien"  and  adding  in  lieu 
thereof  the  words  "priority  of  lien  status." 


LEGISLATIVE 
STATUS: 


The  1982  House  housing  bill,  H.R.6296,  included  expanded 
authority  for  the  Mortgage  Corporation  to  purchase  second 
mortgages  not  limited  to  home  improvement  and  energy 
conservation  purposes.   The  same  bill  was  re-introduced  by 
Chairman  Gonzalez  on  January  3,  1983,  as  H.R.I.   The  House  bill 
provision  on  second  mortgages  provides  specific  authority  for 
the  corporation  to  purchase  these  loans  and  sets  certain 
restrictions  on  both  FHLMC ' s  and  FtJMA's  second  mortgage 
purchase  programs.   Among  other  things,  the  provision  places 
limits  on  the  purchase  of  second  mortgages  of  $50,000  for  one 
family  residences  and  $60,000  for  two  to  four  family 
residences.   Under  the  current  bill,  this  authority  would 
expire  October  1,  1984. 


H.R.I  refers  to  the 
would  seem  to  precl 
mortgages,  which  ar 
finance.   The  corpo 
"subordinate"  lien 
required   eighty  pe 
bill  would  provide 
benefits  of  the  pr 
have  already  drawn 
existing  second  mor 


purchase  of  "second"  liens.   This  language 
ude  the  purchase  of  third  or  fourth 
e  becoming  frequent  vehicles  for  home 
ration  recommends  that  "junior"  or 
would  be  a  more  appropriate  term.   The 
rcent  (80%)  loan  to  value  limitation  in  the 
adequate  protection,  while  allowing  the 
gram  to  be  made  available  to  homeowners  who 
upon  the  equity  in  their  home  through  an 
tgage  or  a  secured  home  improvement  loan. 


FNMA  was  given  authority  to  purchase  second  mortgages  for  all 
purposes  in  1931  following  removal  of  a  HUD  regulatory 
prohibition  in  this  area. 


NEED  FOR 
CHANGE : 


Market  surveys  indicate  that  the  majority  of  homeowners  who 
wish  to  obtain  a  loan  secured  by  a  junior  lien  generally  seek 
loans  which  can  be  used  for  a  variety  of  purposes,  not  strictly 
limited  to  energy  and  home  improvement  purposes.   The 
attractiveness  of  the  corporation's  HIL  program  has  been 
greatly  reduced  due  to  these  limitations. 

The  volume  of  junior  lien  loan  originations  has  grown 
dramatically  in  the  1980s.   In  1979,  the  volume  of  residential 
first  mortgages  originated  was  $180  billion  with  an  additional 
$9.5  billion  in  junior  lien  loans.   In  1981,  first  mortgage 
originations  fell  to  $93  billion,  while  junior  lien  loans 
climbed  to  $19  billion.   These  figures  do  not  include  seller 
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junior  liens  which  have  been  estimated  to  total  between  $10  and 
$15  billion  in  1980  and  1981. 

CONCLUSION:     Authority  for  the  corporation  to  purchase  junior  lien  loans 
for  purposes  other  than  home  improvement  and  energy 
conservation  will  expand  the  availability  of  various 
alternative  mortgage  financing  tools  such  as  purchase  money 
mortgages.   In  California,  the  most  frequently  listed  reason 
why  borrowers  seek  junior  lien  loans   is  to  make  a  balloon 
payment  on  a  two  to  three  year  old  "creative  financing"  loan. 
With  this  authority,  the  corporation  will  be  able  to  expand 
home  mortgage  financing  options  for  homebuyers .   Without 
sufficient  sales  outlets  in  the  secondary  market,  lenders  must 
either  reduce  their  originations  of  junior  lien  loans   or  hold 
these  loans  in  portfolio,  which  they  are  less  willing  to  do 
than  in  the  past.   An  expanded  secondary  market  for  these  loans 
will  allow  lenders  to  originate  these  loans  at  competitive 
market  rates  and  pass  along  their  interest  rate  risk, 
simultaneously  replenishing  their  supply  of  funds  for  new 
originations . 

The  corporation  has  begun  exploring  the  complex  issues  raised 
by  purchasing  and  selling  junior  lien  loans.   The  corporation 
believes  that  development  of  a.  viable  program  could  be 
completed  sometime  in  1984. 
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ISSUE: 


The  corporation  Is  seeking  authority  to  purchase  state  agency 
insured  conventional  mortgages  under  its  conventional  mortgage 
purchase  programs . 


CURRENT 
RESTRICTION: 


Section  302(i)    of    the    corporation's    Charter   Act:    "The    term 
'conventional  mortgage'    means   a  mortgage   other    than   a  mortgage 
as    to   which   the   corporation   has    the    benefit   of   any  guaranty. 
Insurance   or   other   obligation  by   the   United   States    or  a   state 
(emphasis   added)    or   an   agency  or    instrumentality   of   either." 


AMENDMENT 
NEEDED: 


EXPLANATION: 


Section  302(i)  would  be  amended  as  follows:   "The  term 
'conventional  mortgage'  means  a  mortgage  other  than  a  mortgage 
as  to  which  the  Corporation  has  the  benefit  of  any  guaranty, 
Insurance  or  other  obligation  by  the  United  States  or  any  of 
its  agencies  or  instrumentalities." 

Currently,  the  corporation  under  its  conventional  mortgage 
purchase  programs,  is  restricted  from  buying  mortgage  loans 
which  have  the  benefit  of  state  agency  insurance  due  to 
technical  language  defining  the  term  "conventional  mortgage". 
Deletion  of  state  agency  insured  mortgages  from  the  definition 
of  "conventional  mortgage"  (Section  302(i)  of  the  corporation's 
Charter  Act)  will  enable  the  corporation  to  purchase,  as  part 
of  its  conventional  mortgage  programs,  mortgages  insured  by 
state  agencies.   This  change  has  been  requested  by  the  Puerto 
Rico  Housing  Bank  and  the  State  of  New  York  Mortgage  Agency, 
although  the  effects  of  the  change  will  not  be  limited  to  these 
jurisdictions. 


NEED  FOR 
CHANGE : 


There  are  currently  five  state  agencies  which  have  insurance 
programs.   One  of  these  states,  California,  has  not  yet  issued 
any  insurance.   The  other  four  state  agencies  which  issue 
insurance  are  Maryland,  Vermont,  New  York  and  Puerto  Rico. 
\^ile  the  number  of  states  which  have  state  agency  Insurance 
functions  is  limited,  it  is  expected  that  this  trend  will 
Increase  in  the  future. 
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The  corporation  is  seeking  this  legislation  in  order  to  provide 
needed  secondary  market  support  to  these  entities.   Over  the 
years,  these  state  agencies  have  petitioned  the  corporation  to 
become  qualified  insurers,  so  that  loans  which  they  insure 
will  be  eligible  for  purchase  under  the  corporation's  mortgage 
loan  programs.   The  corporation  is  developing  quidelines  which 
will  be  used  to  qualify  State  Housing  Finance  Agencies  which 
have  Insurance  functions,  once  legislation  is  approved.   The 
corporation  supports  the  functions  of  these  agencies,  which  in 
many  cases  provide  mortgage  Insurance  to  low  and  moderate 
Income  homebuyers  who  are  unable  to  obtain  private  mortgage 
Insurance . 

CONCLUSION:     State  insurance  agencies  were  created  to  stimulate  the  flow  of 
private  investment  capital  into  housing  by  creating  a  system  to 
insure  qualified  lending  institutions  against  losses  resulting 
from  non-payment  of  mortgages.   The  corporation  supports  this 
goal  and,  with  the  passage  of  this  legislation,  it  will  be  able 
to  act  as  a  partner  with  state  agencies  to  increase 
homeownership  opportunities  in  these  states. 

SUMMARY  OF  STATE  AGENCY  INSURERS 


MARYLAND  HOUSING  FUND 

The  Maryland  Housing  Fund  issues  insurance  for  both  single  and 
multifamily  housing.   The  Maryland  agency  currently  insures  a  very  small 
percentage  of  the  state's  origination  activity,  around  five  percent  (5%).   The 
agency  claims  to  experience  less  than  one  percent  (1%)  delinquencies  and  is 
rated  AA  by  Standard  and  Poors. 

VERMONT  HOME  MORTGAGE  GUARANTEE  BOARD 

The  Vermont  agency  is  the  most  active  state  Insurer.   The  agency  insures 
primarily  single-family  housing  secured  by  first  liens,  although  it  has 
insured  two  home  Im'provement  loans.   The  cumulative  volume  of  single- family 
insurance  issued  by  Vermont  since  the  mid  1970s  totals  approximately  $300 
million.   A  survey  done  by  the  Guarantee  Board  in  1980  found  that  of  3,900 
lender  financed  homes,  1,533  were  insured  by  the  state.   According  to  the 
Guarantee  Board,  almost  all  mortgage  insurance  in  Vermont  for  mortgages  with 
loan-to-value  ratios  over  eighty  percent  (80%)  are  done  by  the  state.   The 
agency  receives  a  AA  (S&P)  rating  and  is  currently  experiencing  a  delinquency 
rate  of  one  point  thirty-three  percent  (1.33%)  on  its  portfolio  of  insured 
mortgages . 
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AUTHORITY  TO  PURCHASE  STATE  AGENCY  INSURED  MORTGAGE  LOANS 

STATE. OF  NEW  YORK  MORTGAGE  AGENCY 

About  thirty  percent  (30%)  of  the  mortgages  Insured  by  the  New  York 
agency  are  for  single-family  properties,  forty  to  fifty  percent  are  for 
multifamily  properties,  and  twenty  to  thirty  percent  are  for  commercial 
properties.   The  agency  insurance  program  does  not  currently  have  a  rating, 
but  the  Mortgage  Agency  as  a  whole  is  rated  AA  (S&P).   The  agency  insures 
strictly  the  first  lien  and  to  this  point  reports  a  very  small  delinquency 
rate . 

PUERTO  RICO  HOUSING  BANK 

According  to  agency  staff,  all  insured  loans  must  satisfy  FHLMC  and  FNMA 
guidelines.   The  agency  insures  only  first  liens.   The  agency  has  not  issued 
any  bonds  to  date,  but  sources  there  estimate  they  would  receive  an  A  (S&P) 
rating  on  their  conventional  mortgage  program.   The  bank's  activity  relative 
to  the  total  amount  of  origination  activity  in  Puerto  Rico  is  most  likely 
extremely  small,  although  no  firm  figures  are  available  as  yet. 

Senator  Tower.  Thank  you,  Mr.  Thygerson. 
Next  we'll  hear  frm  Mr.  Maxwell  from  FNMA. 

STATEMENT  OF  DAVID  O.  MAXWELL,  CHAIRMAN,  FEDERAL 
NATIONAL  MORTGAGE  ASSOCIATION 

Mr.  Maxwell.  Mr.  Chairman,  I  welcome  the  opportunity  to 
appear  before  you  and  the  committee  today  to  discuss  the  impor- 
tant issues  of  the  secondary  market. 

I  would  like  to  submit  my  full  statement  for  the  record  and 
spend  just  a  few  minutes  discussing  some  of  the  key  issues  that 
arise  in  connection  with  the  legislative  proposals  regarding  FNMA 
that  are  contained  in  the  committee  print.  I  would  like  to  say,  Mr. 
Chairman,  that  I  am  delighted  and  grateful  that  the  subcommittee 
or  the  full  committee  will  be  holding  additional  hearings  on  the 
secondary  market  institutions  within  the  month.  We  look  forward 
to  appearing  at  those  hearings  and  to  discussing  in  further  detail 
our  proposals  and  the  reasons  behind  them. 

I  think  everyone  agrees  that  if  inflation  stays  down  and  interest 
rates  are  under  control,  we  have  the  potential  for  a  great  housing 
boom  in  the  1980's.  the  demand  is  there  for  housing,  the  need  for 
housing  is  there,  and  this  need  will  have  to  be  met. 

In  this  respect,  everyone  discussing  this  subject  before  the  full 
committee  and  before  this  subcommittee  has  agreed  that  the  sec- 
ondary market  will  be  of  extraordinary  importance  in  meeting  that 
demand.  This  is  particularly  so  because  the  thrift  institutions  have 
now  been  given  both  the  power  to  have  greater  liberality  with  their 
assets  and  also  the  authority  to  attract  deposits  which  are  extreme- 
ly short  term. 

I  would  like  to  say  that  as  a  matter  of  policy  for  the  Federal  Na- 
tional Mortgage  Association,  we  believe,  and  I  have  so  stated  pub- 
licly on  many  occasions,  that  there  should  be  additional  private 
participation  in  the  secondary  market.  I  feel  that  as  long  as  there 
are  only  GNMA,  FHLMC,  and  FNMA,  the  full  needs  of  the  second- 
ary market  that  will  be  upon  us  in  the  1980's  will  not  be  met. 
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I  would  like  to  address  myself  in  the  rest  of  my  testimony  to  the 
status  of  these  institutions  and  to  the  reasons  for  our  legislation.  I 
will  be  brief  and  hope  to  expand  on  this  at  a  later  time. 

I  think  that  the  advantages  afforded  to  FNMA  are  somewhat 
misunderstood.  After  12  years  in  which  FNMA  has  been  in  the  pri- 
vate sector  a  full  consideration  by  this  Committee  is  very  much  in 
order  as  to  what  those  advantages  actually  are  and  what  they  are 
not. 

For  example,  it  is  frequently  and  loosely  said  that  we  do  not  pay 
taxes.  I  would  like  to  state  right  here  that  we  do  pay  Federal 
income  taxes  at  the  full  corporate  rate  of  46  percent,  unlike  our 
sister  institution,  the  Federal  Home  Loan  Mortgage  Corporation. 
We  do  not  have  a  bad  debt. 

Moreover,  the  interest  paid  on  FNMA's  debt  is  subject  to  State 
and  local  income  taxes,  unlike  the  debt  of  the  Home  Loan  Banks 
and  other  such  borrowers. 

People  say  that  we  are  able  to  borrow  with  special  advantage  in 
the  credit  market  and  I'm  here  to  say,  Mr.  Chairman,  that  that 
might  be  true,  but  that  does  not  always  affect  the  rate  that  we 
must  pay  for  the  money  that  we  borrow.  In  1981,  when  I  became 
chairman  of  this  corporation,  its  financial  condition  was  deteriorat- 
ing rapidly.  We  brought  in  a  new  management  team.  We  instituted 
new  products.  We  reached  out  to  new  customers.  We  changed  the 
way  in  which  FNMA  did  business. 

If  we  had  not  done  that,  the  U.S.  Government — if  it  has  any 
moral  obligation,  and  the  article  in  the  March  7  issue  of  Newsweek 
magazine  written  by  Jane  Bryant  Quinn  is  very  instructive  on  ex- 
actly what  these  advantages  are  and  what  they  are  not  with  re- 
spect to  FNMA — and  my  colleagues  in  the  banks  and  the  thrift  in- 
stitutions, who  own  so  much  of  our  debt,  would  have  been  confront- 
ed with  a  problem  which  would  have  made  Chrysler,  New  York 
City,  and  indeed  Mexico,  look  like  a  picnic. 

Now  these  things  have  to  be  said  because  there  is  much  made  of 
these  so-called  advantages  and  I  think  that  the  committee  will 
want  to  really  look  behind  them.  The  fact  of  the  matter  is  that 
FNMA  now  has  $40  billion  in  loans  on  its  books  that  yield  10  per- 
cent or  less.  Many  of  those  are  FHA  loans  we  have  bought  as  part 
of  our  statutory  obligation.  Those  loans  are  not  going  to  go  off  our 
books.  They  are  likely  to  remain  there  for  at  least  10  years  and 
probably  longer. 

The  fact  of  the  matter  is  that  our  debt  which  we  have  to  turn 
over,  approximately  $70  billion,  has  a  life  of  2  years  and  3  months. 
FNMA  must  address  the  question  of  its  ultimate  financial  sound- 
ness to  continue  to  serve  the  housing  market  as  we  have  done — 
and,  Mr.  Chairman,  I  point  out  that  we  bought  $15  billion  of  loans 
in  1982  which  was  about  14  percent  of  all  the  mortgage  loans  made 
in  the  United  States.  If  we  do  not  have  the  strength  to  continue  to 
carry  out  our  mission,  two  things  will  happen.  Housing  will  not 
have  the  support  that  it  needs  in  the  1980's,  and  the  jeopardy  to 
FNMA  could  indeed  cause  serious  problems  for  the  U.S.  Govern- 
ment based  on  this  so-called  moral  obligation. 

We  have  recently  proposed  a  modest  extension  of  our  asset 
powers  and  we  are  willing  to  discuss  this.  As  the  staff  of  the  com- 
mittee knows  and  as  the  National  Association  of  Realtors  know, 
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and  as  the  other  trade  associations  know,  this  is  a  matter  which 
should  be  discussed.  We  beUeve  that  just  as  the  savings  and  loans 
needed  flexibility  in  their  asset  powers,  FNMA,  in  order  to  survive 
and  in  order  to  carry  out  its  basic  mission  to  serve  housing,  must 
have  some  flexibility  in  those  asset  powers.  And  certainly  we  do 
not  intend,  nor  could  we  if  we  did  intend,  to  go  out  of  the  housing 
business,  nor  will  we  ever  do  so.  And  anyone  that  suggests  to  the 
contrary  simply  has  not  discussed  the  matter  with  me  or  the  board 
of  directors  of  FNMA  or  any  of  the  other  senior  officers  of  the  com- 
pany. 

MORTGAGE  LIMITS  SHOULD  BE  REMOVED 

As  far  as  the  mortgage  limits  are  concerned,  we  believe  very 
strongly  that  those  limits  should  be  removed.  The  $108,300  limit  on 
our  mortgage  purchases  means  that  we  cannot  serve  many  areas  of 
the  Nation,  including  some  in  your  own  State,  Mr.  Chairman.  For 
now  there  is  no  question  that  the  national  secondary  market  which 
is  vital  to  housing  and  to  jobs  and  to  recovery  in  this  country  is 
served  best  by  FNMA  and  FHLMC  and  GNMA.  Sure,  there  should 
be  a  private  market,  but  we're  talking  about  what  needs  to  be  done 
today,  and  those  mortgage  limits  should  be  lifted  in  order  to  enable 
us  to  serve  this  national  market. 

Those  organizations  that  are  coming  into  the  securities  market 
on  a  private  basis  should  be  welcomed  and  we  indeed  are  working 
hard  to  figure  out  ways  in  which  it  will  be  more  possible  for  them 
to  do  so.  We  think  that  the  private  market  should  be  expanded  and 
we  think  that  FHLMC  and  FNMA  should  be  part  of  the  private 
market.  We  want  to  be  more  private  and  we  certainly  want 
FHLMC  to  be  more  private. 

But  these  are  long  term  questions  and  for  the  time  being  the 
mortgage  limits  must  be  lifted. 

As  for  HUD,  we  have  proposed  that  the  requirement  of  individu- 
al product  approvals  by  HUD  be  removed.  The  fact  of  the  matter  is 
in  order  to  conduct  a  $73  billion  business  you  have  to  plan  and  you 
have  to  have  flexibility  and  you  have  to  be  able  to  respond  to  the 
market,  which  is  what  we  did  in  1982.  It  is  not  feasible  to  do  that 
with  HUD  having  individual  product  authority;  the  proposed  legis- 
lation would  remove  that. 

For  those  authorities  remaining  with  HUD,  we  believe  that  there 
should  be  a  time  limit  on  HUD's  response  and,  Mr.  Chairman,  I 
can  tell  you  that  your  committee  put  a  time  limit  on  HUD's  ap- 
proval of  our  mortgage  backed  securities  program  and  the  reaction 
was  very  different  from  the  reaction  to  other  proposals  for  other 
programs  that  we  have  submitted  to  the  Department. 

So,  Mr.  Chairman,  I  submit  to  you  that  this  committee  has  an 
obligation  to  strengthen  FNMA  both  for  its  long  term  viability  and 
for  the  good  of  the  housing  market  and  we  look  forward  to  continu- 
ing the  discussions  of  our  legislative  proposal  and  of  these  very  im- 
portant objectives. 

Thank  you. 

[Committee  insert  of  complete  statement  follows:] 
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statement  of 

DAVID  O.  MAXWELL 

Chairman  and  Chief  Executive  Officer 
Federal  National  Mortgage  Association 

Before  the 

SENATE  SUBCOMMITTEE  ON  HOUSING  AND 

URBAN  AFFAIRS 

March  10,  1983 
Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  David  O.  Maxwell.  I  am  Chairman  of  the  Board 
and  Chief  Executive  Officer  of  Fannie  Mae.  I  appreciate  the 
opportunity  to  appear  before  this  Subcommittee  today.  My  testimony 
will  cover  the  following: 

•  the  role  of  the  secondary  market  in  providing  a  reliable 
source  of  funds  for  housing 

•  specific  comments  on  the  sections  of  the  proposed 
Subcommittee  bill  that  directly  affect  Fannie  Mae 

This  is  indeed  an  opportune  time  to  be  holding  these  hearings. 
While  the  housing  and  mortgage  markets  appear  to  be  recovering 
from  the  record  interest  rates  of  the  last  several  years,  they 
remain  highly  vulnerable  to  a  rebound  in  those  rates.  Now  is 
the  time  to  consider  and  make  whatever  structural  changes  may 
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be  necessary  to  assure  a  reliable  flow  of  credit  when  rates 
do  rise  again  --  and  we  know  they  will.  We  believe  a  number 
of  the  provisions  in  the  Subcommittee  bill  would  help  with  that 
restructuring,  and  I  would  like  to  explain  why  later  in  my  testimony. 

The  Federal  National  Mortgage  Association 

First,  though,  because  there  are  some  new  members  on  the 
Subcommittee,  I  would  like  to  describe  briefly  what  Fannie  Mae 
is  and  what  it  does. 

The  Federal  National  Mortgage  Association  —  also  known 
as  FNMA  or  Fannie  Mae  --  began  in  1938  as  a  subsidiary  of  the 
Reconstruction  Finance  Corporation,  chartered  by  the  Federal 
Housing  Administrator.  After  several  reorganizations,  the  Congress 
in  1968  separated  Fannie  Mae  into  two  distinct  organizations: 
Fannie  Mae  and  the  Government  National  Mortgage  Association 
(GNMA  or  Ginnie  Mae).  Fannie  Mae  became  a  private  shareholder- 
owned  corporation,  listed  on  the  New  York  Stock  Exchange,  and 
supervised  in  certain  respects  by  the  Secretaries  of  Housing 
and  Urban  Development  and  Treasury.  It  has  a  15-person  Board 
of  Directors.  Ten  directors  are  elected  by  the  30,000  holders 
of  its  65,000,000  shares  of  common  stock;  the  remaining  five 
are  appointed  by  the  President.  Fannie  Mae  pays  federal  income 
taxes  at  the  full  corporate  rate.  It  owns  approximately  1  of 
every  20  mortgages  in  the  United  States  —  $75  billion  of  them, 
GNMA  was  established  as  part  of  the  Department  of  Housing  and 
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Urban  Development  to  carry  out  government-subsidized  mortgage 
programs  and,  through  use  of  its  full  faith  and  credit  guaranty, 
to  help  provide  financing  for  FHA  and  VA  mortgages. 

When  Fannie  Mae  became  private,  it  paid  the  U.  S.  Treasury 
$216  million  to  purchase  the  preferred  stock  the  government 
held,  including  the  government's  share  of  retained  earnings.  Fannie 
Mae's  secondary  market  activities  were  limited  to  FHA/VA  mortgages 
until  1970,  when  Congress  authorized  us  to  deal  in  conventional 
mortgages  as  well. 

Fannie  Mae  was  established  to  provide  assistance,  liquidity 
and  stability  to  the  home  mortgage  market.  Fannie  Mae  operates 
in  the  secondary  mortgage  market.  It  purchases  mortgages  from 
financial  institutions,  such  as  mortgage  bankers,  savings  and 
loan  associations,  and  commercial  and  savings  banks,  to  provide 
them  money  to  lend  people  to  buy  homes.  Fannie  Mae  obtains  the 
money  to  purchase  these  mortgages  largely  through  short-  and 
medium-term  borrowing  in  the  capital  markets.  FNMA's  year-old 
mortgage-backed  security  provides  mortgage  lenders  with  another 
means  to  generate  cash  for  additional  mortgage  lending. 

Fannie  Mae's  service  as  a  financial  intermediary  improves 
the  efficiency  of  the  housing  finance  market,  thus  permitting 
housing  to  compete  with  other  capital  needs  for  investment  dollars. 
Its  operations  transform  mortgages  from  small,  illiquid  and 
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local  investments  into  corporate  paper  which  attracts  money 
to  housing.  The  national  scope  of  Fannie  Mae's  operations  has 
increased  the  flow  of  mortgage  funds  among  geographic  regions 
of  the  nation.  Fannie  Mae  has  also  worked  with  GNMA  to  increase 
the  availability  of  low-  and  moderate- income  housing. 

Today,  Fannie  Mae  holds  $75  billion  in  mortgages,  making 
it  the  largest  mortgage  portfolio  investor  in  America.  Some 
S39  billion  are  FHA  and  VA  mortgages,  most  of  which  yield  10 
percent  or  less.  Fannie  Mae  finances  this  portfolio  with  $73 
billion  in  debt,  much  of  which  is  held  by  savings  and  loan  associa- 
tions and  banks. 

For  years,  Fannie  Mae  raised  the  money  to  buy  mortgages 
by  borrowing  short-term  at  interest  rates  that  were  traditionally 
lower  than  long-term  mortgage  interest  rates.  From  1978  through 
much  of  1982,  this  situation  was  reversed:  short-term  interest 
rates  were  higher  than  long-term  mortgage  interest  rates.  Further- 
more, overall  interest  rates  climbed  to  unprecedented  levels. 
As  a  result,  the  rates  Fannie  Mae  had  to  pay  to  roll  over  its 
debt  have  far  exceeded  the  return  on  the  mortgages  in  its  portfolio. 

As  a  result,  Fannie  Mae,  which  operated  at  a  profit  for 
most  of  its  existence,  during  late  1981  and  early  1982  was  losing 
more  than  $1  million  per  business  day.  The  spread  between  the 
average  return  on  Fannie  Mae's  mortgages  and  the  average  cost 
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of   its  debt  turned  negative    in  January   1980   and    stood   at   a   negative 
1.44   percent    in  January,    1982. 

Through  a  carefully  crafted  strategy,  by  January  1983 
management  reduced  the  negative  spread  to  .50  percent,  with 
most  of  the  recovery  (.88  of  .94  percent)  coming  from  the  asset 
side,  i.e.,  the  purchase  of  new,  high-yielding  mortgages.  That 
strategy  consisted  of  seven  basic  elements  including  the  purchase 
of  high-yielding  assets  beyond  our  standard  programs  (we  negotiated 
the  purchase  of  $7.7  billion  in  "non-standard"  loans  during 
1982);  the  institution  of  a  second  mortgage  product  to  help 
lenders  and  borrowers;  the  "swapping"  of  nearly  $11  billion 
in  mortgage-backed  securities  for  loans  in  the  portfolios  of 
thrift  institutions  --  providing  them  much-needed  liquidity; 
and,  the  charging  of  fair  and  realistic  fees,  increasing  our 
total  fee  income  from  $112.6  million  in  1981  to  $263.9  million 
in   1982. 

During  the  troubled  months  of  1982,  we  purchased  $15.1 
billion  in  mortgages  and  guaranteed  $15.5  billion  in  FNMA  mortgage- 
backed  securities.  Fannie  Mae's  level  of  activity  in  1982  was 
its  highest  ever,  and  this  support  was  provided  at  a  time  when 
it  was  most  needed  by  the  market.  You  can  imagine  how  we  feel 
when  builders  and  lenders  say  to  us,  as  they  frequently  do, 
"Without  Fannie  Mae's  help  the  last  18  months,  we  wouldn't  be 
in   business    today." 
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Needed  Changes  in  the  Secondary  Market 

At  this  point,  I  would  like  to  outline  some  of  the  changes 
we  foresee  in  the  secondary  market.  As  traditional  intermediaries 
such  as  thrifts  and  banks  experience  higher  average  costs  and 
shorter  average  maturities  on  their  retail  deposits  because 
of  interest  rate  deregulation,  long-term  mortgage  lending  may 
seem  less  and  less  attractive  as  an  outlet  for  those  funds. 
Th  i.s  factor  will  require  secondary  market  investors  to  play 
an  increasingly  greater  role  in  mortgage  finance  if  affordable 
capital  is  to  remain  available  for  housing. 

The  question  is  what  can  and  must  be  done  to  restructure 
the  secondary  market  to  assure  that  it  plays  this  role  as  efficiently 
and  effectively  as  possible. 

Congress  has  served  the  nation  well  by  developing  the  federally 
sponsored  institutions  in  today's  secondary  market.  During  the 
past  decade  of  explosive  growth  in  home  ownership  —  punctuated 
by  credit  crunches  —  Fannie  Mae,  FHLMC  and  GNMA  provided  substantial 
liquidity  to  the  home  mortgage  market.  In  doing  so,  they  supple- 
mented the  mortgage  investments  of  thrift  institutions  whose 
activity  was  also  largely  limited  to  home  finance. 

Now,  the  rules  of  the  game  have  changed.   Thrift  institutions 


425 


needed  reasonable  diversification  in  order  to  assure  their  economic 
viability  and  guarantee  their  ability  to  support  housing.  The 
Garn  -  St  Germain  Act  did  that,  as  attested  to  by  the  extraordinary 
inflow  of  funds  into  thrifts  since  that  time  because  of  the 
money   market   deposit    accounts. 

Reasonable  diversification  is  also  necessary  for  Fannie 
Mae,  which  serves  the  primary  housing  market  both  as  a  portfolio 
investor  and  as  a  conduit  through  the  use  of  mortgage-backed 
securities.  Fannie  Mae's  basic  mission  --  serving  housing  -- 
will  never  change.  It  is  what  we  have  always  done,  and  will 
continue  to  do.  But,  we  must  be  financially  sound  to  serve 
this  mission.  When  Congress  in  1968  divided  FNMA,  setting  up 
GNMA  within  the  government  and  moving  Fannie  Mae  into  the  private 
sector,  few  could  foresee  the  economic  turmoil  in  store  for 
financial  institutions  at  the  end  of  the  decade.  The  framers 
of  the  Fannie  Mae  Charter  Act  had  every  reason  to  believe  the 
"agency"  attributes  bestowed  upon  the  newly  private  company 
would  more  than  suffice  to  enable  it  to  remain  self-supporting 
and  to  raise  capital  in  the  private  market  to  support  its  mortgage- 
purchase  activities.  Indeed,  it  must  have  seemed  then  that 
the  corporation's  continued  ability  to  borrow  at  favorable  rates 
after  it  left  the  government  would  ensure  its  future  prosperity 
in  any  conceivable  economic  circumstances.  So  it  is  not  surprising 
that  the  company's  modus  operandi  did  not  change  materially 
in    its    transition    from    partial    government    ownership    to    full 
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private  ownership.  Optional  delivery  commitments  at  fixed  interest 
rates  made  Fannie  Mae  a  true  lender  of  last  resort  -  and  at 
rock-bottom  fees  for  its  services. 

Fannie  Mae's  ordeal  of  the  last  few  years  has  uncovered 
flaws  in  its  basic  structure  and  has  proved  beyond  contradiction 
that  it  must  be  run  like  any  other  for-profit,  taxpaying  company 
if  it  is  to  survive  and  carry  out  its  mission.  The  dedication 
of  Fannie  Mae's  board  and  its  management  to  that  objective  has 
enabled  them  to  improve  the  company's  financial  condition  and 
to  give  the  housing  market  unprecedented  support  during  the 
last  18  months. 

Without  Fannie  Mae,  a  bad  housing  year  would  have  been 
a  disaster.  Without  Fannie  Mae,  many  builders  and  some  lenders 
might  not  be  in  business  today.  Because  Fannie  Mae  provided 
a  market  for  an  extraordinary  variety  of  adjustable  rate  loans, 
buy-downs,  and  other  instruments,  builders  were  able  to  move 
their  inventory  in  local  markets  and  lenders  could  earn  origination 
and  servicing  fees. 

Unfortunately,  Fannie  Mae  remains  vulnerable  to  sustained 
increases  in  interest  rates.  Every  holder  of  fixed  rate  mortgages 
that  finances  them  with  liabilities  having  shorter  terms  is 
vulnerable.  As  I  stated,  Fannie  Mae  still  owns  an  enormous 
portfolio  of  low-yielding  loans.    As  a  result,  Fannie  Mae  suffers 
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a  negative  spread  on  its  portfolio.  The  life  of  its  debt,  which 
averages  2  years  and  3  months,  is  much  shorter  than  the  life 
of  its  assets.  Of  those  $75  billion  in  assets,  approximately 
$39  billion  are  FHA-insured  or  VA-guaranteed,  most  with  coupon 
rates  of  10%  or  less.  This  means  these  loans  will  be  on  the 
books  for  a  long  time,  Mr.  Chairman,  and  will  be  the  major  asset- 
liability  mismatch  problem  we  face  in  the  future. 

Unlike  the  old  Fannie  Mae,  however,  the  new  Fannie  Mae 
is  planning  strategies  to  cope  with  this  mismatch.  Not  only 
must  Fannie  Mae  be  a  sound  investment  for  creditors  and  stockholders, 
it  must  be  able  to  support  the  housing  industry  and  mortgage 
market,  particularly  when  times  are  bad,  as  they  were  in  1982. 
To  do  that,  Fannie  Mae  must  reduce  to  the  greatest  extent  possible 
its  vulnerability  not  only  to  economic  storms  but  to  the  vagaries 
of  political  winds. 

Now  that  the  new  management  of  Fannie  Mae  has  succeeded 
in  dealing  with  its  immediate  financial  crisis  and  turning  the 
company  around,  we  must  shift  our  attention  to  long-term  growth 
and  stability.  This  requires  a  number  of  structural  changes 
in  the  way  Fannie  Mae  and  the  rest  of  the  secondary  mortgage 
market  operate. 

As  it  was  necessary  to  give  primary  portfolio  lenders  diver- 
sified asset  powers  to  ensure  their  financial  stability  and 
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their  ability  to  continue  to  finance  housing  (as  was  done  in 
the  1980  and  1982  Acts)  so  it  is  essential  for  entities  in  the 
secondary  market,  including  Fannie  Mae,  to  possess  the  flexi- 
bility to  respond  to  the  demands  of  the  primary  market  quickly 
and  effectively  as  well  as  the  ability  to  help  themselves  finan- 
cially. Such  flexibility  would  enable  Fannie  Mae  to  meet  the 
needs  of  the  housing  market  throughout  the  housing  cycle,  as 
well  as  contribute  to  job  creation  and  the  economy's  health. 

Giving  Fannie  Mae  the  flexibility  to  purchase  a  wider  array 
of  real  estate  loans  follows  from  providing  broader  asset  powers 
to  primary  market  institutions.  As  Jay  Janis,  past  chairman 
of  the  FHLBB,  remarked  in  a  speech  he  made  a  few  years  ago: 


"Aided  by  Congress'  action  in  passing  the  Depository  Institu- 
tions Deregulation  and  Monetary  Control  Act  of  1980  -  an 
Act  that  granted  wide  new  asset  powers  to  savings  and  loan 
institutions  -  we  have  moved  to  give  the  thrift  industry 
the  maximum  flexibility  and  freedom  to  maneuver. 

Granting  that  freedom  was  not  a  gratuitous  favor  to  the 
savings  and  loan  industry  -  it  was  the  price  of  their  survival 
in  an  economic  environment  that  will  not  soon  see  a  return 
to  the  halcyon  days  of  cheap  money,  days  when  borrowing 
short  and  lending  long  was  a  formula  for  success,  a  formula 
that  has  become  a  prescription  for  disaster." 

This  applies  equally  to  FNMA.   We  must  be  able  to  purchase  the 
real  estate  products  generated  by  the  primary  market  not  only 
to  provide  that  market  liquidity,  but  to  enhance  our  financial 
viability. 
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Fannie  Mae's  long-term  ability  to  serve  housing  requires 
priority  attention  to  the  asset  side  of  the  operations.  Above 
all,  there  must  be  no  repetition  of  the  thrift  institutions' 
difficulties  that  resulted  from  the  mistake  of  adopting  policies 
that  increased  borrowing  costs  before  providing  additional  powers 
to  acquire  high-yielding  assets.  This  was  very  devastating 
to  the  thrift  industry.  Therefore,  Fannie  Mae  has  requested 
authority  to  expand  the  types  of  real  estate- re  la  ted  assets 
it  may  purchase  along  the  same  lines  as  the  authority  given 
to  thrifts  in  the  1980  Act  and  the  Garn  -  St  Germain  Depository 
Institutions  Act  of  1982.  I  will  expand  upon  this  later  in 
my  prepared  remarks. 

Second,  a  separate  but  related  issue  is  the  matter  of  HUD's 
regulatory  power  over  Fannie  Mae  operations.  Even  at  its  best, 
the  cumbersome  nature  of  the  regulatory  process  has  meant  costly 
and  unnecessary  delay  in  making  available  mortgage  loan  products 
of  great  benefit  to  consumers  and  opening  new  sources  of  funds 
for  housing.  While  general  oversight  by  the  Congress  and  by 
the  Secretaries  of  the  Treasury  and  HUD  is  an  understandable 
facet  of  Fannie  Mae's  status  as  a  congress ional ly  chartered 
private  enterprise,  the  corporation  must  be  able  to  serve  the 
housing  and  real  estate  markets  without  undue  delay  in  justifying 
the  details  of  its  products,  either  on  the  asset  side  or  the 
liability  side  of  its  balance  sheet.  This  is  not  meant  to  be 
a  criticism  of  any  particular  administration.   It  indicates 
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to  me,  however,  that  the  Congress  should  adopt  as  its  purpose 
to  design  and  build  institutions  that  will  serve  today's  mortgage 
market  with  its  fast-paced  changes.  The  mortgage  markets  of 
today  are  very  different  from  1968  when  FNMA  was  made  private. 

Like  federally  chartered  banks  and  thrifts,  Fannie  Mae 
needs  both  to  plan  business  strategies  for  years  ahead,  especially 
given  the  historic  cyclicality  in  the  housing  market,  and  to 
respond  to  short-term  market  developments.  That  is  almost  impossible 
under  the  current  regulatory  structure  and  jeopardizes  not  only 
the  financial  viability  of  Fannie  Mae,  but  our  sustained  capacity 
to  support  housing.  Although  some  restructuring  is  necessary, 
I  want  to  emphasize  that  we  will  not  alter  Fannie  Mae's  basic 
mission  of  providing  housing  to  all  Americans. 

Long-Term  Changes  in  the  Secondary  Market 

Before  addressing  the  proposed  amendments  in  detail,  I 
would  like  to  respond  to  the  Committee's  request  that  I  comment 
on  the  longer  term  structural  issues  we  foresee  in  the  years 
ahead  as  a  result  of  changes  in  the  primary  and  secondary  mortgage 
markets.  As  I  have  attempted  to  demonstrate,  I  believe  that 
the  major  issue  with  which  the  Committee  must  concern  itself 
is  a  reliable  flow  of  funds  into  mortgage  investment. 

During  the  next  several  years,  this  problem  will  begin 
to  appear,  albeit  not  to  the  extent  that  we  expect  in  the  late- 
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1980's.  During  the  next  few  years,  home  builders  and  lenders 
will  be  adjusting  to  a  more  "normal"  market  and  expected  mortgage 
flows  should  be  adequate.  However,  the  next  time  rates  rise, 
and  they  will,  we  will  have  a  critical  problem  on  our  hands 
if  we  do  not  provide  now  for  the  flexibility  that  will  be  necessary 
to  support  the  housing  market.  Fannie  Mae  and  the  other  secondary 
market  entities  must  be  especially  strong  at  this  point. 

As  far  as  the  secondary  mortgage  market  is  concerned,  more 
pirivate  sector  competitors  are  absolutely  necessary.  As  I  said. 
Congress  acted  very  prudently  by  creating  Fannie  Mae,  FHLMC 
and  GNMA,  but  they  cannot  be  expected  to  do  the  whole  job. 
The  private  sector  must  be  given  greater  incentives  to  develop 
its  own  secondary  market  institutions.  Providing  for  the  entry 
of  these  more  private  competitors  is  not  easy,  but  it  must  be 
done. 

Another  area  of  interest  to  this  Subcommittee  is  Fannie 
Mae's  effort  to  activate  its  Netherlands-Antilles  subsidiary 
to  raise  money  overseas.  The  off-shore  market  not  only  offers 
a  major  source  of  additional  capital,  the  intermediate  and  long-term 
maturities  typical  in  the  Eurobond  market  are  well  suited  to 
match  the  maturity  of  domestic  mortgage  investments. 

In  order  to  tap  this  off-shore  market,  Fannie  Mae  needs 
approval  from  the  U.  S.  Treasury  to  activate  its  Netherlands 


432 


Antilles  subsidiary.  Without  authority  to  operate  its  off-shore 
financing  subsidiary,  Fannie  Mae  cannot  help  channel  funds  into 
housing  from  overseas  the  way  other  U.  S.  corporations  have 
been  able  to  use  their  off-shore  subsidiaries  to  finance  office 
machines,  telephones  and  other  products.  FNMA  is  not  asking 
for  any  special  treatment,  only  parity  for  housing  with  other 
business  purposes.  Surely,  housing  is  as  important  to  our  economy 
and  to  the  American  people  as  these  other  activities. 

We  hope  thi's  Subcommittee  agrees  with  our  proposal.  We 
would  welcome  your  help  in  obtaining  the  Treasury's  approval 
of  it. 

The  remainder  of  my  testimony  will  address  specific  provisions 
of  the  Subcommittee  bill  affecting  Fannie  Mae.  These  fall  into 
three  categories: 

(1)  essential  expansion  of  FNMA  powers  and  activities; 

(2)  important  modifications  to  the  corporate  structure; 
and 

(3)  vital  changes  in  regulatory  oversight  by  the  Secretary 
of  Housing  and  Urban  Development. 

Essential  Expansion  of  Fannie  Mae  Powers  and  Activities 

Several  amendments  in  the  bill  would  remove  some  of  the 
limitations  on  Fannie  Mae's  powers  and  activities. 


433 


We  strongly  support  the  amendment  expanding  Fannie  Mae's 
real  estate-related  asset  powers.  The  corporation  would  be  authorized 
to  engage  in  all  of  its  present  lending  activities,  but  would 
also  be  authorized  to  purchase,  service,  sell,  lend  on  the  security 
of,  or  otherwise  deal  in  mortgages  or  other  real  estate-related 
loans  and  advances  of  credit  constituting  authorized  investments 
for  thrift  institutions.  This  is  a  significantly  narrower  expansion 
of  powers  than  was  provided  to  thrifts  under  the  1980  Act  or 
the  Garn  -  St  Germain  Act,  in  that  all  Fannie  Mae  activities 
remain  related  to  real  estate.  Much  as  thrifts  are  expected 
to  stay  committed  to  the  residential  financing  market,  Fannie 
Mae's  expertise  is  as  a  secondary  market  purchaser  of  mortgages 
and  we  are  committed  to  serving  primarily  that  market.  However, 
the  ability  to  expand  into  other  real  estate-related  areas, 
carefully  circumscribed  in  the  proposed  amendment,  will  allow 
the  corporation  to  serve  as  a  better  secondary  market  instrument 
for  primary  lenders  and  to  mitigate  the  effects  of  interest 
rate  fluctuations  and  cyclical  conditions  in  the  housing  market 
as  they  affect  the  housing  industry  and  Fannie  Mae  in  particular.  In 
short,  these  new  authorities  would  permit  Fannie  Mae  to  better 
serve  the  mortgage  market  because  of  enhanced  financial  viability 
and  because  of  a  better  match  between  what  primary  lenders  can 
originate  and  FNMA  can  finance  for  them. 

In  addition,  this  amendment  would  remove  Fannie  Mae's  maximum 
mortgage  purchase  limits  --  now  set  at  $108,300.   We  strongly 
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support  this  as  well.  Homebuyers  and  sellers  must  compete  in 
the  broad  capital  markets  for  funds.  We  agree  with  the  Subcommittee 
that  it  makes  little  sense  to  impose  an  arbitrary  limit  on  that 
ability  to  compete.  Further,  because  the  limit  is  a  nationwide 
standard,  certain  higher-cost  areas  in  the  country  are  significantly 
unserved. 

Another  amendment  would  remove  current  limits  on  Fannie 
Mae's  ability  to  make  loans  on  the  security  of  mortgages  and 
would  permit  Fannie  Mae  to  offer  temporary  "warehousing"  loans 
to  builders  in  need  of  liquidity.  It  would  also  better  accommodate 
the  needs  of  lenders  who  seek  longer-term  financing  through 
secured  loans  instead  of  sales  of  their  mortgage  instruments. 
Again,  this  expanded  power  will  permit  Fannie  Mae  to  offer  services 
required  during  particular  periods  in  the  housing  cycle,  especially 
when  high  interest  rates  accelerate  the  demand  from  builders 
and  lenders.  Many  builders  indicating  interest  in  receiving 
secured  loans  were  unable  to  take  advantage  of  them  because 
of  the  maximum  12-month  term  and  overcollateral  izat  ion  required 
by  the  Charter  Act.  The  Subcommittee  amendment  would  remove 
these  limits. 

The  final  amendment  in  this  category  would  permit  Fannie 
Mae  to  guarantee  mortgage-backed  securities  issued  by  approved 
lenders.  This  amendment  would  provide  Fannie  Mae  and  mortgage 
lenders  added  flexibility.   We  also  support  this  proposal. 
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Important  Modifications  in  Corporate  Structure 

Two  amendments  in  the  Committee  print  make  important  changes 
in  the  corporate  structure  of  Fannie  Mae.  The  first  would  expand 
the  membership  of  Fannie  Mae's  board  of  directors  from  15  to 
18  by  authorizing  the  shareholders  to  elect  three  additional 
directors.  Fannie  Mae  is  a  large  and  complex  business.  A  board 
of  directors  of  18  members  is  representative  of  comparable  financial 
institutions  such  as  banks  and  bank  holding  companies,  which 
average  21  members.  The  additional  three  directors  would  give 
Fannie  Mae  more  expertise  at  a  crucial  point  in  its  corporate 
development.   Therefore,  we  support  this  proposal. 

We  support  having  all  three  additional  directors  stockholder- 
elected  rather  than  having  any  Pres ident ially  appointed.  We 
believe  that  five  Pres ident ially  appointed  directors  out  of 
eighteen  for  Fannie  Mae  would  represent  the  government's  interest 
adequately.  COMSAT  and  the  National  Corporation  for  Housing 
Partnerships,  similar  to  Fannie  Mae  in  that  they  are  Federally 
chartered,  have  even  less  government  representation.  Further, 
we  believe  that  the  stockholders  in  our  corporation  are  entitled 
to  greater  representation  in  return  for  making  an  investment 
in  our  company.   The  government  has  made  no  such  investment. 

The  second  amendment  in  this  category  authorizes  the  Fannie 
Mae  Board  to  confer  voting  rights  upon  the  holders  of  preferred 
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stock  —  a  class  of  stock  authorized  for  the  corporation  under 
a  provision  of  the  Garn  -  St  Germain  Depository  Institutions 
Act.  It  is  usual  to  provide  limited  voting  rights  to  preferred 
stockholders,  but  a  Charter  Act  amendment  is  required  to  include 
voting  rights  as  one  of  the  attributes  the  Fannie  Mae  Board 
may  prescribe  for  preferred  stock. 

Changes  in  Regulatory  Oversight  by  the  Secretary  of  Housing 
and  Urban  Development 

Three  amendments  in  the  bill  deal  with  the  relationship 
between  Fannie  Mae  and  the  Secretary  of  Housing  and  Urban  Develop- 
ment. The  first  would  direct  the  Secretary  to  make  annual  reports 
to  the  Congress  on  the  activities  of  the  corporation  under  the 
Charter  Act.  This  amendment  retains  the  general  regulatory 
oversight  of  the  Secretary  to  assure  that  Fannie  Mae  carries 
out  its  Charter  Act  purposes.  It  does  not  contemplate  that 
the  Secretary  would  be  involved  in  Fannie  Mae's  business  decisions 
and  would  eliminate  the  current  requirement  that  Fannie  Mae 
receive  this  approval  of  the  Secretary  before  it  can  deal  in 
new  conventional  mortgage  business  activities.  This  latter 
authority  was  appropriate  when  Fannie  Mae  was  first  authorized 
to  deal  in  conventional  mortgages  but  has  subsequently  proven 
to  result  in  substantial  delay  in  Fannie  Mae's  efforts  to  implement 
business  decisions  in  furtherance  of  its  Charter  Act  purposes. 
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The  second  amendment  would  remove  the  requirement  that 
Fannie  Mae  receive  the  approval  of  the  Secretary  before  issuing 
securities,  obligations  or  other  instruments  except  that  such 
approval  would  still  be  required  for  stock  and  debt  obligations 
convertible  into  stock.  The  amendment  would  not  change,  however, 
the  regulatory  authority  of  the  Secretary  of  the  Treasury  to 
approve  issuances  of  Fannie  Mae  debt  and  mortgage-backed  securities 
as  prescribed  by  the  Charter  Act.  We  support  this  amendment 
because  we  do  not  believe  that  dual  approval  is  necessary  (in 
fact,  the  HUD  Secretary  has  by  regulation  deferred  to  the  Secretary 
of  Treasury's  approval  in  the  case  of  debt),  and  we  believe 
the  HUD  Secretary's  responsibility  to  regulate  obligational 
authority    is   unnecessary. 

The  third  amendment  follows  precedent  set  in  the  Housing 
and  Community  Development  Act  of  1980  as  to  an  amendment  first 
offered  by  Senator  Heinz.  It  would  require  the  Secretary  of 
Housing  and  Urban  Development  to  respond  within  45  days  to  a 
request  for  approval  or  other  action  under  the  Charter  Act, 
with  the  right  to  extend  that  period  by  an  additional  15  days 
if  the  Secretary  requests  additional  information  from  the  corpo- 
ration. In  the  1980  Act,  the  Secretary  was  given  90  days  to 
respond  to  a  request  from  Fannie  Mae  on  beginning  a  conventional 
mortgage-backed  securities  program.  That  90-day  requirement 
worked    remarkably    well     (on   a   very   complex   program)    and   we   agree 
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with  the  45-day  time  limit  for  other  Fannie  Mae  requests  contained 
in  the  bill.  If  the  Secretary  disapproves  the  request,  he  or 
she  must  transmit  to  the  Congress  a  report  explaining  the  disap- 
proval; if  the  Secretary  fails  to  transmit  the  report  to  Congress 
within  the  45  or  60  day  period,  as  appropriate,  the  corporation 
is  authorized  to  proceed  as  if  the  request  has  been  approved. 

The  combined  result  of  these  amendments  is  to  retain  the 
Secretary's  broad  regulatory  oversight  of  Fannie  Mae,  adding 
an  annual  report  informing  Congress  about  Fannie  Mae's  activities 
and  support  for  its  basic  mission,  along  with  particular  authority 
to  approve  all  Fannie  Mae  issuances  of  stock  and  debt  obligations 
convertible  into  stock,  to  adjust  the  debt-to-capital  ratio 
of  the  corporation  and  to  approve  the  amount  of  Fannie  Mae  stock 
that  must  be  held  by  sellers  and  servicers.  These  amendments 
retain  oversight  authority  of  the  Secretary  of  Housing  and  Urban 
Development  to  assure  and  report  to  the  Congress  that  the  purposes 
of  the  Fannie  Mae  Charter  Act  are  being  carried  out,  while  enabling 
the  corporation  to  respond  to  the  needs  of  the  housing  market 
without  cumbersome  and  unnecessary  delay.  Therefore,  we  strongly 
support  the  inclusion  of  these  HUD-related  amendments. 

Mr.  Chairman,  that  concludes  my  prepared  remarks.  I  will 
be  happy  to  answer  any  questions  you  or  the  Committee  may  have. 
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Senator  Tower.  Thank  you,  Mr.  Maxwell. 
Mr.  HoBGOOD. 

STATEMENT  OF  W.  GORDON  HOBGOOD,  JR.,  REPRESENTING  THE 
AMERICAN  BANKERS  ASSOCIATION,  EXECUTIVE  VICE  PRESI- 
DENT, TRUST,  INTERFIRST  BANK,  DALLAS,  TEX.,  ACCOMPANIED 
BY  WILLIAM  W.  DWIRE,  FIRST  VICE  PRESIDENT,  NATIONAL 
BANK  OF  DETROIT 

Mr.  HoBGOOD.  Thank  you,  Mr.  Chairman. 
[Complete  statement  follows:] 
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STATEMENT 

OF  THE 

AMERICAN  BANKERS  ASSOCIATICN 

Mr.  Chairman,  I  am  W.  Gordon  Hobgood,  Jr.,  Executive  Vice  President, 
Trust,  Interfirst  Bank,  Dallas.  Presently  I  serve  as  Chairman  of  the  Asset 
Management  COTmittee  and  monber  of  the  Executive  Committee  of  the  Trust 
Division  of  the  American  Bankers  Association  and  I  appear  in  that  capacity. 
I  am  accompanied  by  William  W.  Dwire,  First  Vice  President  National  Bank  of 
Detroit  and  a  member  of  the  Executive  Coirmittee  of  the  Housing  and  Real 
Estate  Finance  Division  of  the  American  Bankers  Association.  I  vould  like 
to  provide  the  committee  with  an  overview  of  the  problems  with  the 
secondary  mortgage  market.  Mr.  Dwire  will  address  our  concerns  about  those 
issues  which  affect  banks'  ability  to  originate  mortgages.  As  you  are 
aware  Mr.  Chairman,  the  ABA  is  a  national  trade  association  v^ose  members 
consist  of  more  than  13,000  banks,  more  than  90  percent  of  the  full  service 
banks  in  the  United  States. 

We  appreciate  this  opportunity  to  testify  on  the  developments  in  the 
secondary  mortgage  market  because  commercial  banks  have  the  unique  role  of 
representing  mortgage  originators  through  their  real  estate  finance  and 
mortgage  banking  operations,  and  are  also  purchasers  of  mortgages.  We  will 
focus  on  the  housing  outlook,  the  state  of  the  secondary  mortgage  market 
and  the  role  of  the  coirmercial  banks  in  the  housing  market. 

Commercial  Banks,  and  the  Housing  Market 

Commercial  banks  participate  in  the  housing  markets  as  one  of  a  number 
of  institutions  that  provide  funding  for  housing  the  nation.  We  believe 
that  the  housing  needs  of  the  nation  can  best  be  filled  by  a  freely 
competitive  primary  and  secondary  housing  finance  market.  Although 
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comnercial  banks  are  a  major  provider  of  housing  finance  they  are  not 
completely  deregulated  v^ich  results  in  a  less  efficient  market. 

The  primary  market  is  served  by  comnercial  banks  originating  and 
holding  mortgages.  Through  the  first  three  quarters  of  1982,  banks 
originated  over  $20  billion  in  mortgage  loans  for  1-4  family  non-farm 
homes,  almost  25%  of  all  originations.  At  the  end  of  September  1982, 
comnercial  banks  held  $162.6  billion  in  residential  mortgages.  Additional 
mortgages  were  held  by  bank  trust  companies.  In  regards  to  the  secondary 
market,  banks  held  $17.3  billion  in  debt  securities  of  the  three  sponsored 
secondary  market  agencies  and  banks  held  over  20%  of  the  total  outstanding 
debt  issues  of  the  Federal  National  Mortgage  Association.  Additional  bank 
participation  in  the  secondary  market  is  through  their  ownership  of 
mortgage  banking  affiliates  which  originate  loans  for  sale  in  the  secondary 
market.  Of  the  top  100  mortgage  servicers,  44  are  bank  related,  of  \A*iich 
40  are  mortgage  companies  and  4  are  banks. 

The  recent  deregulation  of  the  deposit  market  increases  commercial 
banks'  ability  to  compete  with  other  institutions  in  the  market  for  funds. 
We  are  grateful  for  this  increased  ability  to  compete  for  deposits  but 
impediments  remain  on  the  lending  side  which  prevent  banks  from  taking  full 
advantage  of  this  deregulation.  One  of  the  effects  of  the  deregulation  is 
likely  to  be  a  change  in  the  way  financial  institutions  manage  their 
balance  sheets.  With  market  rate  deposit  liabilities  many  institutions, 
including  banks,  will  be  wary  of  holding  long-term  fixed  rate  instrunents. 
However,  a  well  functioning  secondary  market  will  channel  those  instruments 
to  participants  willing  to  hold  them,  thus  providing  a  means  for  all  to 
maintain  a  balanced  portfolio  of  assets.  To  accomplish  this  the  secondary 
housing  market  instrunents  must  be  able  to  compete  in  the  financial  market. 
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As  a  result,  legislative  changes  which  result  in  easier  access  to  the 
market  are  needed,  ard  well-meaning  legislation  that  would  harm  the 
operation  of  the  housing  finance  market  must  be  avoided. 

Secondary  market 

Ihe  future  of  housing  and  real  estate  finance  for  commercial  banks, 
savings  and  loans,  mortgage  bankers  and  other  originators  of  real  estate 
mortgages  is  directly  tied  to  the  ability  of  these  institutions  to  sell 
mortgages  in  the  secondary  market.  This  market  plays  an  increasingly 
important  role  in  the  provision  for  future  housing  needs  and  its  importance 
will  increase  as  deregulation  proceeds  and  the  role  of  the  depository 
institutions  changes. 

Because  of  deregulation  through  such  legislation  as  the  Garn-St 
Germain  Act,  comnercial  banks  are  now  better  able  to  canpete  and  offer 
their  customers  more  competitive  products  and  services.  In  order  to  manage 
the  costs  associated  with  being  more  competitive,  we  will,  to  a  larger 
degree  than  in  the  past,  utilize  the  opportunities  which  the  secondary 
market  offers.  In  other  words,  the  management  of  our  assets  and 
liabilities  will  necessitate  the  need  for  a  broader  utilization  of  the 
secondary  markets. 

"Birough  the  creation  of  such  institutions  as  Goverrment  National 
Mortgage  Association  (GNMA) ,  the  Federal  National  Mortgage  Association 
(FNMA)  and  the  Federal  Home  Loan  Mortgage  Corporation  (FHLMC) ,  the  Congress 
has  shown  its  support  for  encouraging  participation  in  the  secondary 
markets.  These  government  and  quasi  government  institutions  are  actively 
facilitating  the  needs  of  the  mortgage  industry  by  purchasing  mortgages 
from  the  originator  and  reselling  them  to  investors.  However,  the  current 
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ceiling  of  $108,300  on  loans  eligible  for  purchase  by  the  FNMA  and  the 
FHLMC  severely  restricts  bank  mortgage  lending  activities  in  many 
geographic  markets.  Without  the  ability  to  sell  these  loans  in  the 
secondary  market,  bankers  will  have  less  incentive  to  originate  these 
loans. 

Because  of  these  organizations  the  housing  industry  has  enjoyed  the 
benefit  of  a  highly  competitive  and  efficient  credit  delivery  system.  We 
believe  it  is  important  that  public  policy  do  nothing  to  detract  from  such 
a  system  and  wDuld  urge  the  government  to  play  an  active  role  in  assuring 
the  maintenance  of  a  pro-competitive  environment.  CXir  concern  lies  in 
policies  that  may  result  in  serious  deviations  from  the  pro-competitive 
environment  and  result  in  long-term  adverse  effects  on  the  market.  The 
organizations  were  established  to  fill  voids  in  the  marketplace  that  were 
not  being  served  by  private  institutions  for  one  reason  or  another.  These 
organizations  have  certain  advantages  not  available  to  the  other  players, 
such  as  agency  status  for  their  debt  obligations  and  exemptions  from 
certain  taxes.  As  long  as  they  are  operating  and  providing  service  in 
areas  that  otherwise  would  not  be  served,  the  advantages  are  justified. 
However,  once  the  markets  are  developed  and  private  institutions  also 
participate  in  the  market  these  advantages  can  and  should  be  eliminated. 
Otherwise,  certain  areas  of  the  credit  market  will  be  subsidized  by  the 
areas  that  do  not  have  the  federally  mandated  advantages. 

An  example  that  bears  out  our  fears  is  the  evolution  of  the 
Cooperative  Farm  Credit  System  (CFCS) .  This  has  become  the  largest  single 
lender  to  agriculture.  Although  we  recognize  the  important  role  played  by 
the  CFCS  in  providing  farm  credit,  it  is  entering  traditional  areas  of 
banking  while  remaining  free  from  the  controls  and  requirements  of  the 
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Federal  Reserve  Systan,  the  EDIC  and  the  Comptroller  of  the  Currency.  This 
has  resulted  in  negative  effects  on  the  competitive  climate  for 
agricultural  lending.  We  fear  a  similar  occurance  in  the  market  for 
mortgage  lending. 

In  order  for  the  secondary  markets  to  remain  responsive  to  the  needs 
of  the  housing  finance  industry,  we  have  identified  two  areas  of  concern. 
The  first  involves  current  regulation  v*iich  unduly  restricts  participation 
in  these  markets.  The  second  area  of  concern,  related  to  the  first,  deals 
with  the  uniqueness  of  the  mortgage  "pass- through"  certificate  vAiich 
because  of  its  complexity  hinders  the  use  by  cottinercial  bank  trust 
departments  and  pension  funds. 

Many  potential  suppliers  of  funds  to  the  housing  market  are  inhibited 
by  regulations  that  essentially  foreclose  purchase  of  instrvinents  backed  by 
mortgages.  These  potential  participants  include  insurance  companies, 
pension  furris  and  bank  trust  departments.  Our  Association  has  testified  on 
numerous  occasions  on  the  difficulties  caused  by  ERISA,  which  contains 
sweepirg  prohibitions  on  transactions  betweai  anployee  benefit  plans  and  a 
broad  category  of  persons  called  parties  in  interest.  Attachment  I 
contains  previous  testimony  of  the  Association's  position  on  this  issue. 

Exempted  from  the  prohibited  transaction  provisions  are  blind  security 
purchases  or  sales  through  a  broker.  But  mortgages,  mortgage-related 
investments  and  other  direct  or  private  placements  have  became  a  nightmare 
of  conplexity  because  of  ERISA  prohibitions,  the  breadth  of  parties  in 
interest  and  the  number  and  variety  of  service  providers  vAio  may  be 
involved  in  these  transactions.  The  need  to  request  exemption  fron  the 
Department  of  Labor  prior  to  altering  certain  transactions  serves  to  deter 
pensicxi  plans  from  investing  in  many  productive  assets. 
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Recent  efforts  by  the  Department  of  Labor  to  exempt  certain  mortgage 
related  transactions  are  aicouraging.  In  addition,  the  Department  on  its 
own  initiative  has  proposed  exemption  relief  fron  the  prohibited 
transaction  provisions  for  certain  qualified  professional  asset  managers. 
Our  Association  is  testifying  this  morning  before  the  Department  in  support 
of  that  proposal.  But  much  more  ranains  to  be  done,  especially  with 
respect  to  the  overly  broad  definition  of  party  in  interest. 

As  mentioned  earlier,  we  are  also  concerned  with  the  uniqueness  and 
complexity  of  the  "pass-through"  certificates.  The  likelihood  that  these 
instruments  will  be  prepaid  sometime  before  maturity  creates  uncertainty 
about  their  yield  and  future  maturity.  In  other  words,  the  characteristics 
vAiich  make  a  bond  so  attractive  to  bank  trust  departments,  pension  funds 
and  others  —  its  liquidity,  semi-annual  payment  of  interest,  predictable 
maturity  schedule,  and  safety  —  would  not  necessarily  be  present  in  a 
mortgage  backed  security.  Without  all  these  characteristics,  mortgage  type 
investments  will  not  be  competitive  with  bonds. 

We  are  aware  of  the  Administration's  proposal  identified  as  Trust 
Investments  in  Mortgages,  or  TIMS  for  short,  which  incorporates  a  taxable 
mortgage-backed  security  on  conventional  residential  loans.  Accompanied  by 
regulatory  changes,  this  would  create  a  more  flexible  investment  vehicle. 
This  type  of  investment,  structured  correctly,  could  allow  pension  funds  to 
enter  the  largely  untapped  field  of  private  mortgage  securities,  estimated 
to  be  approximately  $41  billion  during  this  year. 

In  our  testimony  given  last  May  before  the  Senate  Finance  Cotrmittee's 
Subcomnittee  on  Savings,  Pensions,  and  Investment  Policy  (Attachment  I) ,  we 
recommended  the  development  of  a  new  instrument  vAiich  will  attract 
institutional  funds  into  residential  mortgages  without  all  the  difficulties 
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or  burdens  one  encounters  fran  the  current  regulatory  environment.  We 
further  stated  at  that  time  and  continue  to  support  efforts  which  will 
develop  an  instronent  with  a  high  degree  of  liquidity,  be  of  readily 
ascertainable  value,  offer  certainty  of  time  and  amount  of  repayment  and 
most  importantly  be  operationally  simple. 

In  summary  Mr.  Chairman,  the  secondary  market  is  the  key  which  will 
provide  coimercial  banks  and  others  the  opportunity  to  better  manage  their 
funds  in  a  deregulated  environment.  We  would  urge  this  committee  to 
support  efforts  which  would  broaden  the  activity  and  growth  of  the 
secondary  market  for  mortgage  backed  securities. 

Implementation  of  legislation 

Mr.  Chairman,  we  are  pleased  with  the  initiative  taken  by  Congress 
last  year  in  regards  to  specific  sections  of  the  Garn-St  Germain  Act 
dealing  with  real  estate  finance.  It  has  long  been  the  goal  of  our 
Association  that  such  items  as  the  enforcement  of  due-on-sale  and  mortgage 
lending  relief  for  commercial  banks  be   addressed  and  we  applaud  your  active 
participation  in  the  passage  of  that  legislation.  It  is  equally  important 
for  our  members  to  expect  in  an  expeditious  fashion  regulations  from  the 
appropriate  federal  agencies  in  order  that  the  provisions  of  the 
legislation  may  be  carried  out.  Absent  these  regulations,  commercial  banks 
are  operating  at  a  significant  competitive  disadvantage  to  other  mortgage 
lenders  and  as  a  result  are  hesitant  to  provide  additional  funds  to  the 
housing  market. 

Section  341  of  the  Garn-St  Germain  Act  authorized  the  Comptroller  of 
the  Currency  to  limit  state  restrictions  on  the  enforceability  of 
due-on-sale  clauses  in  national  bank  mortgage  loans.  So  long  as  state 
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restrictions  are  not  abated,  national  bank  real  estate  loan  portfolios  in 
the  sixteen  or  so  states  that  limit  due-on-sale  enforcement  will  ranain 
illiquid  and,  in  many  cases,  below  market,  making  sales  to  the  secondary 
market  difficult  and  placing  a  drag  on  bank  earnings  from  real  estate 
operations.  This  disincentive  to  mortgage  lending  is  now  unnecessary  as 
both  the  Federal  Home  Loan  Bank  Board,  for  Federal  savings  and  loan 
associations,  and  the  National  Credit  Union  Administration,  for  Federal 
credit  unions,  have   already  preempted  state  restrictions  on  due-on-sale 
enforceability.  As  of  this  date,  the  Comptroller  has  not  yet  issued 
regulations  which  would  clarify  the  due-on-sale  situation  for  conmercial 
banks. 

Although  it  has  until  mid-April,  the  Comptroller  has  also  failed  to 
issue  even  proposed  regulations  to  implement  Section  403  of  the  Garn-St 
Germain  Act.  That  section  removed  many  statutory  restrictions  on  national 
bank  loan-to-value  ratios  in  mortgage  lending,  maturity  of  mortgage  loans, 
and  amortization  of  real  estate  loans.  The  thrift  industry  has  been 
operating  for  almost  two  years  under  mortgage  lending  regulations  more 
flexible  and  responsive  to  market  changes  than  those  governing  national 
banks.  Under  those  conditions,  national  banks  have  little  incentive  to 
develop  innovative  mortgage  lending  plans  to  take  advantage  of  the 
renascent  real  estate  market. 

In  addition,  revised  alternative  mortgage  lending  regulations,  first 
proposed  by  the  Comptroller's  Office  in  June  1982,  will,  we  understand,  be 
finalized  this  week.  National  banks  have  been  limited  to  participating  in 
only  two  of  the  eight  secondary  market  mortgage  programs  of  the  Federal 
National  Mortgage  Association.  We  expect  the  final  regulations  will  expand 
national  bank  secondary  market  opportunities  by  allowing  greater 
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flexibility  for  banks  in  the  design  of  mortgage  products  of  interest  to 
both  consumers  and  investors.  We  would  note  that,  under  Title  VIII  of  the 
Garn-St  Germain  Act,  state  banks  would  be  free  to  take  advantage  of  the 
Comptroller's  alternative  mortgage  lending  regulations  when  they  are 
issued.  Thus,  these  regulations  are  doubly  important  to  the  competitive 
posture  of  coinnercial  banks  in  real  estate  lending  and  to  the  potential 
growth  of  bank  housing  finance  activities. 

Economic  Recovery 

Mr.  Chairman,  there  will  be  some  housing  and  conmunity  development 
legislation  coming  out  of  this  session  of  Congress.  We  feel  that  the 
economic  picture  needs  to  be  put  in  perspective  and  kept  in  mind  as  the 
legislation  is  developed.  There  is  general  agreement  that  the  economy  is 
recovering  from  the  recession.  Our  Association's  Economic  Advisory 
Committee  (a  group  of  leading  bank  economists)  met  in  early  February  and 
gave  their  views  on  the  prospects  for  the  economy.  They  felt  that  the 
recession  was  probably  over  and  1983  will  be  a  recovery  year  because  of 
stimulatory  or  at  least  accomodative  fiscal  and  monetary  policies.  In 
addition,  inventory  positions  are  generally  lean  and  the  financial 
condition  of  the  employed  consumer  has  improved  during  the  last  year. 
Although  interest  rates  are  still  high,  they  are  down  significantly  from 
the  levels  of  a  year  ago. 

Much  of  the  improvement  is  a  result  of  the  President's  economic 
program.  The  program  has  four  main  elements:  reduction  in  the  rate  of 
growth  of  government  spending  and  taxes,  monetary  policy  designed  to  reduce 
inflation  and  a  program  to  reduce  the  regulatory  burden  on  businesses  and 
individuals.  Inflation  has  decreased  but  the  deficits  still  remain  high. 
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The  current  deficits  and  the  large  future  estimated  on  and  off  budget 
deficits  of  over  $200  billion  in  FY  1984  and  FY  1985  and  $150  billion  in  FY 
1986  and  FY  1987  result  in  real  interest  rates  that  are  higher  than  they 
would  have  been  at  lower  deficit  levels.  Expenditure  cuts  should  be  used 
to  reduce  the  budget  deficit  and  decrease  their  adverse  effects.  All 
sectors  of  expenditures  should  be  candidates  for  reduction.  Since  defense 
and  direct  benefit  payments  for  individuals  will  make  up  about  71  percent 
of  government  expenditures  in  1984  according  to  the  recommended  budget, 
these  areas  must  be  closely  examined. 

The  housing  market  is  responding  favorably  to  the  fall  in  the  mortgage 
rates.  From  highs  of  over  15%  in  late  1981  mortgage  rates  have  now 
decreased  by  over  2  1/2  percent.  As  a  result,  housing  starts,  building 
permits  and  sales  of  new  single-family  homes  have  all  started  to  increase 
from  their  previous  low  levels.  As  noted  by  Chairman  Pratt  in  his 
testimony  before  this  coirmittee,  housing  starts  in  December  were  43  percent 
higher  than  the  October  1981  low.  Housing  permits  have  been  over  the  one 
million  annual  rate  for  five  of  the  last  six  months.  In  addition,  new 
single-family  hone  sales  have  exceeded  the  one-half  million  rate  for  the 
last  two  months  and  the  December  rate  was  54  percent  above  its  September 
1981  trough. 

Delinquincies,  foreclosures  and  legislation 

Although  the  economy  is  recovering,  foreclosures  and  delinquencies 
remain  high.  This  has  resulted  in  discussion  of  legislation  v\^ich  would 
ease  the  problems  faced  by  homeowners  who  are  unable  to  meet  their  mortgage 
payments.  Essential  to  the  functioning  of  a  freely  competitive  market  is 
the  assumption  that  the  terms  of  a  contract  will  be  upheld.  Any  type  of 
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legislation  that  interferes  with  the  contract  made  between  a  borrower  and 
lender  will  have  a  devastating  effect  on  the  housing  finance  market. 

If  legislation  of  this  type  was  passed,  the  secondary  market  would 
swiftly  contract  and  mortgage  originators  would  be  unable  to  sell  their 
loans  if  they  desired.  Potential  purchasers  of  mortgage  backed  securities 
would  be  unwilling  to  hold  securities  because  greater  uncertainty  of 
repayment  would  result.  Mortgage  lenders  wDuld  be  markedly  less  inclined 
to  originate  new  mortgage  loans  if  those  loans  did  not  have  the  potential 
to  be  sold  in  the  secondary  market.  To  ensure  the  continued  ability  of  the 
housing  finance  market  to  compete  for  funds  in  the  capital  markets, 
legislation  of  this  type  must  be  avoided. 

The  economic  picture  needs  to  be  kept  in  mind  in  developing  any  type 
of  legislative  relief.  The  economy  is  recovering  with  the  housing  market 
leading  the  recovery.  Because  of  this  and  the  fact  that  bankers  are 
already  working  closely  with  economically  distressed  homeowners  to  avoid 
defaults,  legislation  to  aid  the  housing  market  as  a  v*iole  is  not  needed. 
What  is  needed,  as  we  stated  before,  is  legislation  to  aid  the  functioning 
of  the  market,  in  considering  legislation,  we  would  caution  against 
legislation  which  results  in  increased  deficits.  Increased  deficits  would 
lead  to  higher  interest  rates  and  result  in  a  slowdown  in  the  economic 
recovery,  making  everybody  worse  off.  Consequently  any  program  considered 
should  be  narrow  in  scope  and  closely  and  carefully  targeted  only  to  the 
poor  and  not  be  the  type  of  program  that  would  allow  those  that  have  the 
ability  to  pay  to  take  advantage  of  the  legislation,  substituting 
government  funds  for  private  funds. 
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Increased  Participation  by  Cannercial  Banks 

We  are  pleased  to  hear  that  Senator  Gam  has  scheduled  a  hearing  on 
additional  areas  of  deregulation  for  the  depository  institutions.  We 
believe  that  deregulation  is  needed  to  allow  banks  to  remain  competitive 
with  other  participants  in  the  financial  market.  Our  Association  by 
various  means  is  currently  preparing  its  members  for  further  deregulation. 
Our  Housing  and  Real  Estate  Finance  Division  commissioned  two  studies  on 
the  real  estate  market  ard  the  future  of  cotimercial  bank  financial  services 
in  these  areas  (Attachments  II  and  III).  Ihe  first  study  examined  the 
residential  housing  market  and  concluded  that  the  secondary  market  will  be 
of  increased  importance  for  providing  funds  to  finance  the  housing  needs. 
The  second  study  analyzed  the  non-residential  real  estate  market.  It 
concluded  that  real  estate  debt/equity  financing  will  be  of  continued 
importance  for  the  housing  market.  In  addition,  a  recently  canpleted  study 
conmissioned  by  the  American  Bankers  Association  and  conducted  by  Arthur 
Young  analyzed  13  potential  markets  for  comnercial  banks  and  assessed  the 
feasibility  and  profitability  of  bank  aitry  into  these  markets.  IWo  of  the 
markets  analyzed  were  real  estate  brokerage  and  real  estate  equity 
participation,  both  of  vAiich  cannercial  banks  are  presently  restricted  from 
entering.  The  results  for  these  two  markets  indicate  that  banks  are  well 
positioned  for  aitry  into  these  markets.   In  the  area  of  real  estate 
brokerage,  banks  could  offer  the  service  to  both  their  retail  and 
coDinercial  customers.  They  could  use  their  existing  distribution  network 
and  their  caiputerized  information  service  to  aid  in  providing  this 
service. 

Banks  are  ready  and  willing  to  compete  in  a  deregulated 
envirorment,  but  are  prevented  from  entering  various  markets.  As  stated 
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above,  banks  are  well  positioned  for  real  estate  equity  participation  but 
currently  are  restricted  from  that  area.  Cotmiercial  banks  currently 
represent  the  only  major  source  of  real  estate  finance  that  is  proscribed 
from  engaging  in  joint  venture/equity  participation  financing.  Savings  and 
loans  through  their  service  corporations,  independent  mortgage  bankers, 
insurance  companies  and  even  municipal  governments  are  increasingly 
providing  this  type  of  financing,  particularly  for  housing  construction. 
While  lack  of  this  authority  places  banks  at  a  competitive  disadvantage,  it 
also  restricts  the  capacity  of  banks  to  provide  financing  structured  to 
meet  the  needs  of  builders  and  consunners. 

Conclusion 

Mr.  Chairman,  we  appreciate  this  opportunity  to  express  our  views  on 
the  secondary  housing  market.  The  secondary  market  is  in  a  state  of 
ferment.  Various  changes  are  occurring  due  to  the  two  recent  legislative 
efforts,  the  Depository  Institution  Deregulation  and  Monetary  Control  Act 
of  1980  and  the  Garn-St  Germain  Act  of  1982.  To  strengthen  the 
secondary  market,  additional  participants  such  as  pension  funds  are  needed 
as  well  as  mortgaged  backed  securities  that  are  conpetitive  with  existing 
market  instrunents.  Although  the  market  needs  additional  development, 
already  the  benefits  from  the  existence  of  the  secondary  market  are 
obvious.  Vfe  urge  you  to  initiate  legislation  that  would  strengthen  the 
secondary  mortgage  market  and  increase  the  ability  of  canmercial  banks  to 
participate  in  it. 
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Attachment  i 

Mr.  Chairman,  I  am  W.  Gordon  Hobgood,  Jr.,  Executive 
Vice  President,  Trust ,  First  National  Bank  in  Dallas. 
Presently  I  serve  as  Chairman  of  the  Asset  Management 
Committee  of  the  Trust  Division  of  the  American  Bankers 
Association  and  I  appear  in  that  capacity.    ABA  is  a 
national  trade  association  whose  members  consist  of  more 
than  13,000  banks,  more  than  90  percent  of  the  full  service 
banks  in  the  United  States.   More  than  4,000  of  these 
institutions  are  authorized  to  serve  as  fiduciary  and  many 
of  these  presently  serve  employee  benefit  plans  in  one 
capacity  or  another. 

We  are  pleased  to  discuss  with  you  and  the  members  of 
the  subcommittee,  mortgage  investment  by  pension  funds.   We 
congratulate  you  for  holding  this  hearing  to  address  the 
impediments  which  serve  to  discourage  mortgage  investment. 

ABA  has  testified  on  numerous  occasions  before  this  and 
other  Congressional  committees  on  the  difficulties  ERISA's 
prohibited  transactions  cause  plan  fiduciaries  and 
investment  managers.   These  provisions  are  the  overriding 
problem  we  have  with  ERISA  in  administering  plans.   In  our 
view  it  is  these  prohibitions,  contained  in  Section  406  of 
ERISA,  which  serve  as  a  major  deterrent  to  investment  of 
employee  benefit  plans  in  assets  other  than  stocks,  bonds 
and  other  publicly  traded  securities  through  brokers. 

The  provisons  enumerate  a  broad  list  of  transactions 
into  which  a  fiduciary  may  not  cause  a  plan  to  enter. 
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Subsection  (a)  of  Section  406  lists  the  activities  into 
which  a  fiduciary  may  not  cause  a  plan  to  enter  with  a 
"party  in  interest",  while  Subsection  (b)  prohibits 
transactions  which  are  essentially  self-dealing  in  nature. 
A  "party  in  interest"  is  defined  to  include  an  almost 
limitless  class:   an  employer,  or  50  percent  owner  of  an 
employer,  whose  employees  are  covered  by  the  plan,  any 
counsel  or  fiduciary  of  the  plan,  or  a  relative  of  any  of 
these.   The  term  also  includes  employee  organizations  whose 
members  are  covered  by  the  plan  and  any  employee,  officer, 
director,  10  percent  shareholder  or  partner  or  joint 
venturer  of  an  employer,  service  provider  to  the  plan  or 
employee  organization. 

The  types  of  transactions  prohibited  include  sales  or 
exchanges  of  property,  lending  of  money,  furnishing  goods  or 
services  and  the  transfer  to  or  use  by  a  party  in  interest 
of  any  of  the  plan's  assets. 

When  one  considers  that  many  large  plans  have  several 
banks,  investment  advisors  and  insurance  companies,  all 
managing  portions  of  the  investments,  not  to  mention  all  the 
other  entities  which  may  provide  services  to  the  plan,  total 
avoidance  of  prohibited  transactions  becomes  virtually 
impossible  in  the  ordinary  course  of  business. 

The  number  and  variety  of  possible  transactions  that 
are  prohibited  are  enormous  and  the  vast  majority  would  be 
innocently  entered  into  in  the  plan  participants'  best 
interests.   It  is  unreasonably  burdensome  for  even  the  most 
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diligent  trustee  to  keep  track  of  or  even  know  the  ever 
changing  list  of  parties  in  interest  and  to  review  all  these 
relationships  with  respect  to  each  and  every  plan 
transaction.   This  is  particularly  true  where  large  U.S. 
companies  and  large  plans  are  involved.   It  is  exceedingly 
difficult  if  not  impossible  for  a  bank  trustee  to  even  know 
of  all  the  various  employers  in  a  Taft-Hartley  trust, 
particulary  when  there  would  be  no  other  reason  to  know  them 
except  for  prospective  prohibited  transactions. 
Implementation  of  the  needed  procedures  is  expensive  and 
time  consuming,  and  serves  no  productive  purpose  other  than 
avoidance  of  a  violation  of  these  provisions. 

The  prohibited  transaction  provisions  do  not  apply  to 
security  purchases  or  sales  where  there  is  a  blind  purchase 
through  a  broker.   But  mortgages',  mortgage-related 
investments  and  other  direct  or  private  placements  have 
become  a  nightmare  of  complexity  because  of  Section  406(a), 
and  the  breadth  of  parties  in  interest  and  the  number  and 
variety  of  service  providers  who  may  be  involved  in  these 
transactions. 

Because  our  experiences  with  the  exemptive  procedures 
of  the  Department  of  Labor  have  been  unsatisfactory  to  date, 
ABA  has  repeatedly  urged  repeal  of  the  prohibited 
transactions  provision,  at  least  that  portion  relating  to 
transactions  with  parties  in  interest.   We  believe  the 
standards  of  undivided  loyalty,  exclusive  purpose  and 
prudence  contained  in  other  provisions  in  ERISA  make  Section 
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406(a)  redundant  and  unnecessarily  burdensome. 

At  the  same  time  Mr.  Chairman,  we  recognize  that  a  new 
emphasis  exists  within  th?  Department  of  Labor  and  that 
efforts  to  eliminate  some  of  the  burdens  have  begun.   We 
understand  that  the  mortgage  exemption  proposed  last 
December  will  be  issued  soon  and  that  a  class  exemption  for 
mortgage  pool  investment  trusts  will  be  issued.   Also  the 
Secretary  of  Labor  announced  and  we  understand  the  staff  has 
begun  work  on  an  additional  exemption  from  the  party  in 
interest  prohibited  transactions  for  certain  qualified 
professional  asset  managers  and  that  there  may  be  some 
consideration  given  to  narrowing  the  needlessly  broad  scope 
of  "party  in  interest"  to  eliminate  those  parties  which  are 
more  remote  to  particular  plan  transactions.   Our 
Association  applauds  the  direction  of  these  efforts.   At  the 
same  time  we  must  recognize  that  administrations  and 
individuals  change.   Therefore,  short  of  repeal  of  Section 
406(a),  ABA  urges  that  Congress  codify  these  exemptions. 

In  addition  to  the  difficulties  caused  by  the 
prohibited  transactions  provisions  investment  considerations 
and  operational  factors  influence  a  portfolio  manager's 
decision  to  invest  or  not  to  invest  in  residential 
mortgages.   Liquidity  is  one  important  consideration. 
Mortgages  are  simply  not  readily  saleable  nor  are  GNMA  or 
other  pass  through  certificates  as  readily  marketable  as 
competing  instruments.   Committing  funds  for  as  long  as  30 
years  in  today's  volatile  interest  rate  and  uncertain 
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investment  climate  may  be  called  into  question. 
Professional  investors  are  understandably  reluctant  to 
commit  themselves  to  even  long  term  governments  and  high 
grade  corporate  issues  with  extended  maturities. 

Mortgages  are  costly  to  acquire  because  of  the 
documentation  relating  to  title,  security,  recording  and  the 
like  which  must  be  checked  even  when  purchasing  "packages" 
of  mortgages.   After  acquisition,  mortgages  present 
accounting  and  operational  problems  unique  from  most 
competing  investments.   GNMA  and  other  mortgage-backed 
certificates  help  to  alleviate  some  of  these  problems  but  in 
the  process  they  produce  their  own  difficulties.   Payments 
are  notoriously   late,  often  more  than  two  weeks  after 
payable  date  and,  because  of  principal  prepayments, 
uncertain  in  amount.   Because  of  these  unique 
characteristics,  even  though  mortgage  rates  are  today  very 
high,  the  costs  of  handling  mortgage  investments  are  also 
high  and  thus  the  net  yield  is  often  less  than  competing 
investments. 

It  must  also  be  pointed  out  that  mortgages  are 
inappropriate  investments  for  defined  contribution  plans. 
These  plans,  because  of  their  need  for  frequent  valuation 
require  liquid  highly  marketable  investments  to  permit  rapid 
and  precise  valuation  of  accounts. 

On  reflection,  Mr.  Chairman,  it  appears  from 
conversations  with  trust  investment  managers  around  the 
country  that  a  need  is  being  recognized.   A  new  instrument 
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must  be  developed  which  will  attract  institutional  funds 
into  residential  mortgages  without  all  the  difficulties 
which  must  be  encountered  today.   That  instrument  should 
have  a  high  degree  of  liquidity,  be  of  readily  ascertainable 
value,  offer  certainty  of  the  timing  and  amount  of  payment, 
and  otherwise  be  operationally  simple.   We  trust  that  the 
private  sector,  with  the  encouragement  of  government,  has 
the  .ingenuity  to  develop  this  instrument. 

Mr.  Chairman,  ABA  is  gravely  concerned  about  proposals 
for  mandating  or  allocating  pension  investments  for  social 
purposes.   The  ABA  supports  your  effort  to  focus  on 
impediments  which  serve  to  stifle  the  free  flow  of  funds 
into  important  favored  segments  of  the  economy.   We  firmly 
believe  that  the  fundamental  standards  contained  in  ERISA 
are  sound.   A  fiduciary  must  carry  out  his  responsibilities 
as  would  the  "prudent  man",  under  similar  circumstances, 
"solely  in  the  interests  of  the  participants  and 
beneficiaries".   Further,  the  fiduciary  must  be  ever  mindful 
that  the  "exclusive  purpose"  of  employee  benefit  plans,  in 
the  words  of  ERISA,  is  to  provide  "benefits  to  participants 
and  their  beneficiaries".   The  trustee,  in  choosing 
particular  investments,  must  take  into  account  all  the 
present  facts  and  circumstances  and  the  prospects  for  the 
future.   Additionally,  ERISA  requires  that  the  investments 
be  diversified  so  that  the  risk  of  loss  is  minimized.   Thus, 
in  picking  the  investments  which  make  up  a  particular 
portfolio  there  is  no  built-in  bias  toward  any  particular 
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type  of  security.   The  portfolio  consists  of  a  mix  of 
securities  chosen  in  such  a  way  as  to  balance  the  level  of 
risk  of  the  portfolio  in  relation  to  the  potential  for 
income  and  capital  appreciation.   ERISA's  prudent  man  rule 
allows  for  investment  in  all  types  of  assets. 

But  ABA  would  most  strongly  oppose  any  effort  to  dilute 
the  prudence  standard  or  to  mandate  the  allocation  in  any 
type  of  socially  desirable  investment  whether  it  be 
residential  mortgages  or  job  creating.   We  agree  with 
Congress'  decision  in  ERISA  that  the  provision  of  retirement 
benefits  for  our  nation's  retired  workers  is,  in  an  of 
itself,  a  social  goal  of  the  highest  order.   We  would  stand 
firmly  against  any  attempt  to  weaken  the  fundamental 
standards  in  ERISA  to  further  social  ends  of  the  day. 
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LENDING  ON  NONRESIDENTIAL  REAL  ESTATE  IN  THE  1980s 

As  our  economy  entered  the  1980s,  the  constant  dollar  value 
of  all  new  construction  continued  to  decline  from  the  1978  total 
of  almost  $117  billion.  By  1981,  the  value  of  new  construction 
had  fallen  to  $98.7  billion  ($237  billion  in  actual  dollars), 
and  is  expected  to  remain  at  about  this  level  in  1982.  Non- 
residential construction  has  performed  well  in  this  depressed 
market,  rising  gradually  in  constant  dollar  value,  1980-1982, 
with  office  construction  accoxmting  for  most  of  the  increase. 

As  the  economy  recovers  from  the  present  recession,  the 
increase  in  nonresidential  real  estate  development  is  expected 
to  be  gradual  through  the  mid-1980s,  with  any  pronounced  upswing  " 
in  construction  led  by  indvistrial  and  conmercial  developments. 
Although  the  Economic  Recovery  Tax  Act  of  1981  provided  stimulus 
for  investment  in  nonresidential  real  estate,  the  recent  trend 
ill  contracting  for  new  office  space  suggests  that  the  latest 
office  building  cycle  has  peaked.  The  present  "underutilization 
of  existing  plant  capacity  and  the  dependence  of  much  of  con- 
mercial construction  upon  housing  development  indicate  that, 
even  in  a  recovering  econony,  the  provision  of  new  nonresidential 
real  estate  will  proceed  slowly  into  the  mid-1980s. 

The  demand  for  nonresidential  real  estate  will  continue  to 
vary  markedly  among  regions  in  the  1980s  with  the  South  and  West 
continuing  rapid  growth  in  population,  income  and  economic  strength, 
and  the  North  growing  more  slowly.  Within  regions,  small  areas 
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such  as  the  East  North  Central,  Mid-Atlantic  and  South  Atlantic 
states  are  expected  to  experience  significantly  slower  growth;  the 
growth  of  other  areas,  such  as  the  New  England  and  West  North 
Central  states  will  accelerate.  Within  all  regions,  nonmetro- 
politan  growth  is  expected  to  surge,  suggesting  that  strong 
markets  for  nonresidential  real  estate  will  lie  outside  of  the 
standard  metropolitan  statistical  areas. 

The  rapid  rise  in  interest  rates  in  the  late  1970s  and  the 
attendant  high  rate  of  inflation  have  resulted  in  notable  changes 
in  the  ownership  and  financing  of  nonresidential  real  estate.  The 
distinctions  have  blurred  between  owner  and  lender,  and  between 
sources  of  equity  and  sources  of  debt  capital.  Lenders  increasingly 
have  offered  shorter-term  loans  with  variable  rates,  equity  par- 
ticipations and  convertible  features.  With  reluctance,  developers 
surrendered-  to  the* lender  a  part,  or  all,  of  their  traditional 
leveraged  equity  position.  Developers  have  substituted  increasing 
amounts  of  equity  for  debt,  raising  the  equity  by  the  s3mdication 
and  selling  of  tax  shelters  or  obtaining  it  from  the  lender. 
Pension  funds  and  foreign  investors  have  increased  their  acquisition 
of  real  estate,  often  purchasing  new  or  seasoned  properties  out- 
right or,  to  a  lesser  extent,  engaging  in  a  joint  venture  to 
develop  the  property.  Foreign  investors,  however,  remain  a  rela- 
tively minor  factor  in  the  market. 

Pension  fiinds  are  estimated  to  have  about  two  percent  of  their 
assets  in  real  estate  equities.  The  enormity  of  their  assets,  $8CX) 
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billion  in  1981,  and  their  expected  growth  in  assets  to  $2.5 
trillion  by  1995,  make  pension  funds  potentially  the  most  sig- 
nificant supplier  of  equity  and  debt  capital  to  nonresidential 
real  estate.  Whether  a  predicted  $20  billion  increase  in  pension 
fund  equity  investments  materializes  by  1985  (Pension  World), 
however,  is  uncertain  as  most  pension  funds  continue  to  move 
relatively  slowly  into  real  estate. 

Pension  fund  managers  have  begun  to  perceive  real  estate  as 
offering  protection  against  unanticipated  inflation  which  erodes  the 
real  value  of  fixed-interest  securities.  The  conpetition  for  prime 
real  estate  among  pension  funds  and  other  investors  has  caused  market 
prices  to  escalate,  with  investment  real  estate  today  selling  for  a 
very  low  overall  capitalization  rate.  Nonresidential  real  estate 
has  become  a  growth  investment  and  is  substitutii^  in  the  lender's 
portfolio  for. an  inflation-indexed  security.  An  econcmy  in  wtiich 
interest  rates  fall  to  a  lower  level  and  become  more  stable,  could 
result  in  pension  fvmds  once  again  investing  in  bonds  rather  than 
real  estate,  resulting  in  a  lesser  rate  of  increase  in  the  provision 
of  eqiiity  funds  from  this  source.  Life  insurance  coopanies  in  the 
early  1980s  should  continue  mainly  to  act  as  intermediaries  for  the 
pension  funds  in  the  supply  of  eqviity  to  nonresidential  real  estate 
through  conmingled  real  estate  fiinds. 

Comnercial  banks  had  assumed  increasing  inportance  in  the  de- 
clining market  for  nonresidential  financing  in  1981,  supplying  44 
percent  of  all  long-term  originations  and  more  than  77  percent  of 
the  construction  financing.  Life  insurance  conpanies,  savings 
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associations  and  mutual  savings,  experiencing  cash  flow  problems, 
reduced  their  shares  of  the  market  for  long-term  loans,  and 
developers,  sensing  the  potential  for  lower  rates  and  less  stringent 
terms,  became  increasingly  reluctant  to  enter  into  financing  arrange- 
ments TsMch  sacrifice  the  benefits  of  ownership.  Conmercial  banks 
in  1981  provided  interim  financing  for  developers ~who  either  could 
not  or  preferred  not  to  deal  with  alternative  lenders. 

Little  change  is  forecast  for  the  market  share  of  nonresidential 
financing  enjoyed  by  conmercial  banks  as  the  econony  moves  into  the 
1980s.  Connercial  banks  would  obtain  a  larger  share  of  the  market 
in  an  inflationary  economy  with  continued  hi^  interest  rates,  and 
should  lose  only  a  snail  portion  of  the  market  if  inflation  and 
interest  rates  abate  and  the  economy  begins  to  recover  from  the 
present  recession. 

Connercial  banks  may  surrender  a  larger  portion  of  the  non- 
residential financing  market  in  the  longer  run  if  the  econony  does 
achieve  lower  and  more  stable  rates  of  interest  and  a  consistently 
lower  rate  of  inflation.  Lenders  in  this  environment  are  expected 
to  retain  their  protection  against  inflation  and  interest  rate 
risk,  achieved  by  the  conmercial  banks  with  floating  rates  and 
by  other  lenders  by  participations.  Developers,  in  this  circum- 
stance, wDiild  likely  choose  fixed  rate,  participating  loans. 
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DEMAND  FACTORS  AFFECTING  NEW  NONRESIDEOTIAL  CDNSTRUCTTION 

New  Construction,  1972-1982 

Table  1  shows  the  value  of  all  new  construction  put  in  place, 
1972-1982,  in  constant  1972  dollars.  New  construction  totalled 
$124.5  million  in  1972  and  will  have  fallen  to  an  estimated  $99.9 
million  by  1982,  The  decline  in  the  real  dollar  value  new  con- 
struction over  the  past  three  years  can  be  attributed  to  the 
familiar  litany  of  high  interest  rates,  hi^  and  rising  con- 
struction costs,  a  slow-down  in  the  increase  of  the  disposable 
income  of  hous^olds,  and  the  general  ecpnonic  downturn. 

Private  residential  construction  accounted  for  43.6  percent 
of  the  total  value  of  new  construction  in  1972  and  an  estimated 
31.6  percent  of  the  total  in  1982.  Private  nonresidential  con- 
struction is  ejqjected  to  increase  frcm  32.1  percent  of  totaLL 
construction  in  1972  to  42.3  percent  in  1982.  Public  construction 
has  fluctuated  fron  about  21  to  26  percent  of  total  construction, 
1972-1982. 

Nonresidential  New  Construction 

Office  buildings  accovinted  for  13.2  percent  of  all  private  non- 
residental  construction  in  1972  and  will  increase  to  about  21  per- 
cent by  1982.  Industrial  construction  has  fluctuated  as  a  proportion 
of  all  private  nonresidential  construction  frcm  a  low  of  11.7  percent 
in  1972  to  18.1  percent  in  1979,  and  is  estimated  at  almost  16  percent 
in  1982.  Other  caimercial  construction,  including  shopping  centers, 
retail,  warehouses,  etc.,  will  fall  from  20.5  percent  of  private 
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nonresidential  construction  in  1972  to  16  percent  by  1982.  The 
constant  dollar  value  of  office  construction  has  risen  steadily 
over  the  past  ten  years;  the  constant  dollar  value  of  industrial 
construction  has  remained  relatively  constant,  1977-1982;  and  the 
value  of  coimercial  construction  has  fallen.  (Table  1) 

Nonresidential  construction  t37pically  follows  the  business 
cycle.  Ihe  recession  in  1975,  for  instance,  was  marked  by  the 
lowest  constant  dollar  volume  of  nonresidential  construction. 
Nonresidential  construction  also  has  fallen  in  the  economic  down- 
txrrn  of  1980-1982. 

If  the  economy  inproves  and  interest  rates  decline,  total 
private  nonresidential  construction  is  expected  to  increase 
significantly  in  the  longer-run.  After  1982,  the  increase  will 
be  aided  by  the  accelerated  cost  recovery  provisions  of  the  1981 
Tax  Act  and  by  reduced  business  tax  rates.  One  source  forecasts 
total  private  nonresidential  construction  to  increase  from  $42.3 
billion  to  $61  billion  in  constant  1972  dollars  by  1986,  for  a 
ccmpound  annual   rate  of  increase  of  8  percent,  1981-1986.  (Moody, 
Goldblatt  and  MacAiiLey,  Construction  Review,  Nov. /Dec.,  1981) 

Office  Buildings.  After  overbuilding  in  the  early  1970 's 
and  a  sharp  decrease  in  construction  in  1974-1976,  office  buildings 
have  been  developed  at  an  increasing  rate  in  the  late  1970 's  and 
in  1980-1981.  The  ability  to  increase  rents,  particularly  in 
major  urban  areas;  the  availability  of  equity  participation 
financing;  and  the  demand  for  ownership  from  pension  funds  and. 
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to  sane  extent,  foreign  investors,  sustained  the  rate  of  construction. 
To  a  large  extent,  office  construction  in  recent  years  reflects  the 
post-war  baby  boom,  individuals  who  are  today's  office  workers.  The 
increased  levels  of  white  collar  service  employment  in  the  economy 
created  a  real  need  for  additional  office  space. 

In  1978,  200  million  square  feet  of  office  space  was  contracted 
for,  equalling  a  previous  1972  high.  Contracted  space  increased  to 
244  million  square  feet  by  1980  and  to  an  annual  rate  of  300  million 
square  feet  by  mid-1981.  "The  estiniated  1982  total  of  240  million 
sqioaxe  feet  of  contracting  for  offices,  a  20  percent  reduction  from 
1981 's  all-time  peak,  will  consist  of  approximately  150  million  sqviare 
feet  to  satisfy  newly  created  need,  76  million  sqioare  feet  to  eliminate 
the  remaining  backlog  of  denjand,  and  perhaps  15  million  square  feet 
of  excess  construction  -  the  typical  conclusion  to  office  building 
cycles."  (1982  Dodge/Sweet's  Construction  Outlook)   Off ice  markets 
nay  soften  in  Houston,  IjOS  Angeles,  Miami,  and  Chicago,  w*iere  space 
has  been  added  rapidly,  analler  cities  of  300,000  to  one  million 
population  may  remain  relatively  strong  markets  for  office  space. 
Office  parks  are  doing  well  in  several  moderate-sized  metropolitan 
areas.  However,  overbuilding  of  office  space  has  been  an  historical 
fact  in  every  type  of  market,  and  contintraus  monitoring  of  local 
denand,  supply  and  absorption  rates  is  a  necessity  for  investors 
and  lenders. 

Conmercial  Construction.  Conmercial  construction  includes 
shopping  centers,  warehouses,  parking  garages,  bank  offices. 
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restaurants,  and  other  retail  non-office  developments.  About  one- 
half  of  comnercial  construction  historically  has  been  shopping 
centers.  Shopping  center  construction  has  slowed  markedly  in  the 
last  few  years,  a  victim  of  the  slower  rate  of  subiorbanization  re- 
sulting frcin  rising  fuel  costs  and  the  decline  in  new  housing  starts. 

Shopping  center/warehoiose  construction  peaked  in  1979  at  510 
million  sqijare  feet  and  declined  to  an  estimated  320  million  square 
feet  in  1981.  Shopping  center  developers  have  increasingly  turned 
to  renovation  of  existing  centers  and  to  the  construction  of  smaller 
centers  in  vmserved  market  areas,  including  smaller  and  medivm  sized 
cities.  The  large  regional  shopping  mall,  in  particular,  is  in  over- 
supply  natioially. 

Shopping  center  construction  is  not  expected  to  increase  \intil 
1983  and  future  develoiment  of  new  centers  will  depend  V5»n  the  rate 
of  housing  starts.  Shopping  center /warehouse  construction  follow 
hovising  cycles  closely.  If  housing  recovers,  shopping  center  con- 
struction and  aggregate  ccranercial  construction  should  increase 
gradually  in  the  mid-1980' s,  reversing  the  continual  decline  in  this 
type  of  construction  since  1979.  Other  retail  construction  should 
be  strong  in  the  hi^er-income  areas  and  in  the  discount  or  lower- 
priced  retail  outlets  such  as  factory  outlets ,  K-Mart ,  Gold  Circle 
and  similar  establishments,  and  home  inprovement  centers.  Middle 
market  retailing  may  be  less  active. 

Shopping  center  and  conmercial  renovation  will  be  encouraged  by 
the  investment  tax  credits  provided  by  1981  Tax  Act  for  rehabilitation 


470 


of  older  corrmercial  properties.  The  investment  tax  credits  avail- 
able for  rehabilitation  of  older  comnercial  real  estate,  combined 
with  15-year  accelerated  cost  recovery,  has  significantly  increased 
the  profitability  of  rehabilitation.  Rehabilitation  of  older  com- 
mercial property,  however,  remains  a  relatively  high  risk  venture 
due  to  cost  overruns  and  the  uncertainty  of  demand  for  the  product, 
v(^ch  may  be  less  competitive  than  anticipated  because  of  location 
or  capacity  to  meet  present  needs,  even  after  renovation. 

Industrial  Construction.  Industrial  construction  is  directly 
affected  by  business  conditions,  and  a  six  percent  decline  in  dollar 
volume  is  expected  in  1982.  As  the  economy  recovers  from  the  pre- 
sent recession,  industrial  construction  will  increase,  althou^ 
construction  will  lag  the  upturn  until  excess  capacity  is  absorbed. 
At  the  present,  the  nation's  maniofacturers  are  operating  at  about 
70  percent  of  capacity.  Again,  the  recent  tax  legislation  should 
encourage  investment  in  industrial  plants.  If  current  federal 
policies  do  provide  the  stimulus  to  capital  investment  as  intended, 
industrial  construction  could  replace  office  buildings  as  the  major 
impetus  to  private  nonresidential  construction.  Contracts  for  in- 
dustrial construction  totalled  195  million  square  feet  in  1981;.  in 
1982,  contracts  may  reach  215  million  square  feet;  and  by  1983,  up 
to  250  million  sqviare  feet  is  likely,  surpassing  the  1979  peak. 
Industrial  construction  is  strong  in  high  growth  areas  such  as 
Phoenix,  San  Jose,  Dallas  and  Houston.  However,  in  sane  markets, 
the  rent  for  industrial  space  has  not  kept  pace  with  increases  in 
construction  costs  and  land  prices,  resulting  in  industrial  parks 
accepting  office  and  other  uses. 
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Regional  Differences 

The  national  experience  in  conmercial/ industrial  construction 
and  forecasts  of  overall  trends  may  differ  markedly  among  regions 
and  cities.  The  economic  growth  of  the  South  and  Southwest  and 
of  major  energy  producing  states  has  produced  marked  increases 
in  conniercial/ industrial  development  in  those  regions.  The  frost 
belt  states,  on  the  other  hand, have  fared  less  well  and  have  been 
most  affected  by  the  present  recession.  The  heavy  concentrations 
of  enployment  in  basic  industries  and  in  consumer  durables  in  many 
northeastern  states  have  been  severely  affected  by  the  decline  in 
consumer  denand,  foreign  carpet it ion,  and  the  existence  of  older, 
obsolete  plants.  However,  as  the  recession  lengthens,  its  effects 
are  being  felt  even  in  the  sunbelt,  with  Arkansas  and  Alabama  ex- 
periencing unenployment  rates  around  12  percent;  Mississippi  and 
Tennessee,  about  10  percent;  and  Florida,  Georgia  and  Louisiana, 
close  to  8  percent.  Major  energy-producing  states  such  as  Texas 
and  Colorado  also  are  enduring  the  effects  of  the  present  oversupply 
of  oil. 

More  attention  is  being  given  by  investors  to  comrercial/ 
industrial  development  in  markets  outside  of  the  major  metropolitan 
areas  such  as  New  York,  Washington,  Los  Angeles  and  Dallas,  where 
prices  have  risen  substantially,  producing  very  low  cash  retirms  on 
investments.  Second-tier  metropolitan  areas,  such  as  Baltimore, 
Pittsburg,  St.  Louis,  Cincinnati,  Columbus  and  others,  and  even 
smaller  cities,  can  offer  prime  investment  opportunities  in  income 
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property  and  are  expected  to  be  of  increasing  interest  to  investors 
in  the  1980s. 

Table  2  provides  the  dollar  volume  of  nonresidential,  resi- 
dential and  public  construction  by  regions  in  the  United  States; 
1980-1982.  Little  change  is  noted  for  these  years  in  the  proportion 
of  nonresidential  construction  among  the  four  regions,  with  the  South 
having  35  to  36  percent  of  all  U.S.  nonresidential  construction;  the 
West,  around  24  percent;  the  Northeast  from  17  to  almost  19  percent; 
and  the  Midwest,  18  to  21  percent. 

Growth  of  ccninercial  and  manufacturing  construction,  1980-1982, 
has  been  most  noticeable  in  the  Northeast,  which  will  increase  an 
estimated  21.6  percent  in  dollar  volume;  followed  by  the  South,  15.4 
percent;  the  West,  11  percent;  and  the  Midwest,  only  1.5  percait. 

Basic  Determinants  of  Lcaiger-Run  Demand 

In  the  longer  run,  coimercial  and  industrial  development  in  the 
several  regions  will  depend  upon  the  regional  rates  of  population 
growth,  employment  and  inccme.  In  an  exhaustive  analysis  of  regional 
growth  trends,  the  Harvard-MIT  Joint  Center  for  Urban  Studies  takes 
issue  with  U.S.  Census  projections  that  suggest  convergence  among 
regions  in  growth  rates.  The  Joint  Center  finds  that  patterns  of 
regional  divergence  in  the  1970s  will  continue  throu^  the  1980s. 
Regions  with  relatively  low  wage  rates  and  a  labor  supply  elastic 
enoiigh  to  tolerate  increased  enployment  without  driving  up  wages  will 
continue  to  grow  in  population  and  per  capita  income.  Regions  unable 
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TABLE  2 

OF  NONRESIDEOTIAL,  RESIDENTIAL  AND  PUBLIC  OONSTRUCIION 

BY  REGIONS  AND  U.S.  TOTAL 

1980,  1981  AND  1982 

(millions  of  dollars) 


NORTHEAST 

1980 

%  U.S. 
Total 

1981 

%  U.S. 
Total 

1982  a 

%  U.S. 
Total 

Percent 

Change 

1980-1982 

Nonresidential 

Ccmnercial  and 
Manufaxjturing 

$  5,634 

17.1% 

$  7,000 

18.9% 

$  6,850 

18.4% 

21.6% 

Institutional 
and  Other 

3,993 

20.7 

4,250 

22.0 

4,300 

21.5 

7.7 

Total 

$  9,627 

18.4 

$  11,250 

20.0 

$  11,250 

19.7 

16.8 

Residential 

One-Family 

Multi-Family 

Nonhousekeeping 

$  5,752 

3,124 

517 

13.9 
16.9 
16.1 

$  5,875 
3,125 

775 

14.4 
17.6 
21.7 

$  8,550 

3,675 

650 

14.8 
17.1 
18.1 

48.6 
17.6 
25.7 

Total 

$  9,393 

14.9 

$  9,775 

15.7 

$  12,875 

15.5 

37.1 

Public  and 
Quasi-Public 

$  6,719 

21.3 

$  4,875 

16.6 

$  4,575 

15.5 

(31.9) 

Northeast  Total 

$  25,739 

17.5 

$  25,900 

17.5 

$  28,600 

16.9 

11.1 

MIDWEST 

Nonresidential 

Ccmnercial  and 
Manufacturing 

$  7,045 

21.3 

$  6,825 

18.4 

$  7,150 

19.25 

1.5 

Institutional 
and  Other 

4,658 

24.1 

4,375 

22.6 

4,425 

22.2 

(5.0) 

Total 

$  11,703 

22.6 

$  11,200 

19.9 

$  11,575 

20.3 

(1.1) 

Residential 

One-Family 

Multi-Family 

Nonhousekeeping 

$  6,897 

3,059 

443 

16.6 
16.5 
13.8 

$  6,050 

2,850 

550 

14.8 
16.1 
15.4 

$  8,775 

3,350 

550 

15.2 
15.6 
15.4 

27.2 

9.5 
24.2 

Total 

$  10,399 

16.5 

$  9,450 

15.2 

$  12,625 

15.2 

21.4 

Public  and 
Quasi-Public 

$  6,437 

20.4 

$  7,875 

26.8 

$  7,675 

26.0 

19.2 

Midwest  Total 

$  28,539 

19.4 

$  28,525 

19.3 

$  31,875 

18.8 

11.7 

19-999  0—83- 
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Nonresidential 

Coftmercial  and 
ManiLfacturlng 

Institutional 
and  Other 

Total 

Residential 

One-Family 

Multi-Family 

Nonhousekeeping 

Total 

P>ublic  and 
Quasi-Public 

South  Total 


TABLE  2  -  CONTINUED 


%  U.S.  %  U.S. 

Total     1981    Total 


17,854  43.0 
7,010  37.9 
1,276  39.7 


$  26,140  41.4 


$  11,567  36.6 
$  55,978  38.0 


Percent 
%  U.S.   Change 
1982  a  Total    1980-1982 


11,759  35.6%    $  13,550  36.6%    $  13,575  36.6% 


6,512  33.7        6,700  34.6 
18.271  34.9     $  20,250  35.9 


18,825  46.1 
7,175  40.5 
1,325  37.1 


$  27,325  44.0 


$  9,700  33.0 
$  57,275  38.8 


7,000  35.1 
20,575  36.0 


$  36,450  44.0 


$  9,325  31.6 
$  66,350  39.2 


15.4% 

7.5 

12.6 


26,400  45.7  47.9 
8,675  40.3  23.8 
1,375  38.5      7.8 


39.4 

(19.4) 
18.5 


WEST 

Nonresidential 
Ccranercial  and 


Manufacturing 

$  8,603 

26.0 

$  9,600 

26.0 

$  9,550 

25.6 

11.0 

Institutional 
and  Other 

4,141 

21.5 

4,025 

20.8 

4,225 

21.2 

2.0 

Total 

$  12,744 

24.3 

$  13,625 

24.2 

$  13,775 

24.1 

8.1 

Residential 

One-Family 

Multi-Family 

Nonhousekeeping 

$  10,971 
5,326 

977 

26.5 
28.8 
30.4 

$  10,075 

4,550 

925 

24.7 
25.7 
25.9 

$  14,000 
5,825 
1,050 

24.3 
27.1 
29.4 

12.8 
9.4 
7.5 

Total 

$  17,274 

27.3 

$  15,550 

25.0 

$  20,875 

25.2 

12.1 

Public  and 
Quasi-Public 

$  6,890 

21.8 

$  6,900 

23.5 

$  7,925 

26.9 

15.0 

West  Total 

$  36,908 

25.1 

$  36,075 

24.4 

$  42,575 

25.1 

15.4 
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U.S.TCfTAL 

1980 

TABLE  2  -  OONTINUED 

%  U.S.           %  U.S. 
Total     1981    Total 

1982  a 

%  U.S. 
Total 

Percent 

Change 

1980-1982 

Nonresidential 

Oamiercial  and 
Manirfacturing 

$  33,041 

100.0 

$  36,975 

100.0 

$  37,125 

100.0 

12.4% 

Institutional 
and  Other 

19,304 

100.0 

19,350 

100.0 

19,950 

100.0 

3.4% 

Total 

$  52,345 

100.0 

$  56,325 

100.0 

$  57,075 

100.0 

9.0 

Residential 

One-Family 

Multi-Family 

Nonhousekeeping 

$  41,474 

18,519 

3,213 

100.0 
100.0 
100.0 

$  40,825 

17,700 

3,575 

100.0 
100.0 
100.0 

$  57,725 

21,525 

3,575 

100.0 
100.0 
100.0 

39.2 
16.2 
11.3 

Total 

$  63,206 

100.0 

$  62,100 

100.0 

$  82,825 

100.0 

31.0 

Public  and 
Quasi-Public 

$  31,613 

100.0 

$  29,350 

100.0 

$  29,500 

100.0 

(6.7) 

U.S.  Total 

$147,164 

100.0 

$147,775 

100.0 

$169,400 

100.0 

15.11 

aEstimated 

Source:  McGraw-Hill  Information  Systems  Conpany,  1982  Dodge/Sweet's 
Construction  Outlook,  1981. 
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to  attract  or  retain  population,  and  with  an  inelastic  labor  supply 
and  relatively  hi^  production  costs  will  continue  to  suffer.  Ihe 
South  and  West  will  grow  quickly,  both  in  population  and  economic 
strength,  and  the  North  will  grow  slowly.  However,  within  the  North, 
the  New  England  and  West  North  Central  regions  will  experience  seme 
resurgence,  and  the  Pacific  region  in  the  West  and  the  South  Atlantic 
region-  in  the  South  are  expected  to  experience  decelerating  growth. 

Table  3  ccrapares  U.S.  Census  projections  of  population  growth 
by  regions  with  the  Joint  Center  projections.  The  significantly 
lower  grcwth  expected  by  the  Joint  Center  for  East  North  Central, 
Mid-Atlantic,  and  South  Atlantic  regions  is  evident  from  this  table, 
as  is  the  significantly  greater  growth  expected  for  the  West  North 
Central,  East  South  Central,  Mountain  and  Pacific  regions. 

To  a  great  extent,  the  growth  patterns  of  population  among  regions 
will  reflect  migration  of  existing  population  among  areas.  Within 
regions,  a  resurgence  of  nonmetropolitan  growth  is  expected  outside 
of  Standard  Metropolitan  Statistical  Areas.  Some  portion  of  this 
growth  will  be  a  spillover  frcra  SMSAs,  but  nonmetropolitan  growth 
also  is  attributed  to  the  desire  to  avoid  urban  living,  even  at 
some  loss  of  econcmic  and  cultiaral  opportimities .  (Joint  Center, 
pp.  64-66)  This  pattern  of  growth  suggests  that  ccnmercial  con- 
struction, fltiich  follows  population,  will  be  strong  in  less  urban 
areas  in  the  1980s.  Regions  now  benefitting  from  migration  and 
rising  population  and  income  will  continue  to  benefit  for  the 
remainder  of  the  decade. 
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TABLE  3 
PROJECTED  PEBCEKTAGE   POPULATION  (SDWm  BY  REGION 
U.S.  CENSUS  II-B  AND  JOINT  CENTER  PROJECTIONS 
1980-1990 

Growth  ^(thousands) 
Census  II-B  Joint  Center 


Region 


New  England 
East  North  Central 
West  North  Central 
Mid-Atlantic 
South  Atlantic 
East  South  Central 
West  South  Central 
Mountain 
Pacific 

Total  U.S. 


Percent 


Number 


8.3 

1,039 

4.5 

1,868 

6.3 

1,077 

2.5 

918 

16.9 

6,188 

10.0 

1,416 

13.7 

3,051 

20.7 

2,220 

12.0 

3,572 

Percent 


Number 


7.3 

901 

-0.4 

-166 

10.6 

1,821 

7.6 

2,795 

9.6 

3,547 

24.5 

3,593 

25.3 

6,007 

31.9 

3,627 

16.4 

5,215 

9.6 


21,353 


9.6 


21,750 


aCtrowth  rates  use  1980  as  base. 


New  England:  Maine,  New  Hampshire,  Veiroont,  Massachusetts,  Rhode  Island, 
Connecticut:  East  North  Central:  Ohio,  Indiana,  Illinois,  Michigan, 
Wisconsin;  West  North  Central:  Minnesota,  Iowa,  Missouri,  North  Dakota, 
South  Dakota,  Nebraska,  Kansas;  Mid-Atlantic:  New  York,  New  Jersey, 
Pennsylvania;  South  Atlantic:  Delaware,  Maryland,  District  of  Columbia, 
Virginia,  West  Virginia,  North  Carolina,  South  Carolina,  Georgia,  Florida; 
East  South  Central:  Kentucky  Tennessee,  Alabama,  Mississippi;  West  South 
Central:  Arkansas,  Louisiana,  C&lahoma,  Texas;  Mountain :  Montana,  Idaho, 
Wyoming,  Colorado,  New  Mexico,  Arizona,  Utah,  Nevada;  Pacific :  Washington, 
Oregon,  California,  Alaska,  Hawaii. 


Source:  Gregory  Jackson,  et  al. ,  Regional  Diversity :  Growth  in  the 

United  States.  1960-1990,  Boston:  Auburn  House,  1981,  pg.  62. 
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SOURCES  OF  EQUITY  IN  THE  1980s 
Pension  Funds 

The  most  significant  development  in  the  provision  of  eqiiity 
capital  for  connercial/ industrial  real  estate  has  been  the  increased 
interest  of  pension  funds  in  real  estate  investment.  The  potential 
of  pension  funds  both  as  a  source  of  eqviity  and  mortgage  financing 
is  staggering.  In  1981,  there  were  500,000  private  pension  funds, 
6,600  state  and  local  f lands,  and  38  federal  funds,  with  cotrbined 
assets  of  $800  billion.  By  1995,  pension  fund  assets  are  expected 
to  increase  to  $2.5  trillion. 

Ptension  funds  are  estimated  to  have  about  two  percent  of  their 
assets  in  real  estate  equities.  One  source  predicts  that  pension 
funds  will  increase  real  estate  equity  investment  by  $20  billion 
by  1985.  Of  the  $20  billion  increase,  $13  billion  will  cane  from 
private  pension  funds  and  $7  billion  frcm  state  and  local  funds. 
(Pension  World,  September  1981) 

Ihe  increased  interest  of  pensicai  fund  managers  in  real  estate 
equities  is  attributable  to  several  factors: 

(1)  An  interpretation  of  the  Brployee's  Retirement 
Incote  Secvirity  Act  of  1974  (ERISA)  to  favor  diversi- 
fication of  pension  fund  investment  portfolios.  Fund 
trustees  also  are  to  follow  the  prudent  man  rule,  and 
to  invest  the  assets  of  the  fund  as  a  knowledgable 
prudent  man,  vAilch.  can  be  interpreted  as  seeking  the 
highest  yields  attainable  at  a  reasonable  level  of  risk. 
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(2)  Dissimilarities  in  the  real  estate  and  securities 
market  decrease  the  covar Lance  of  year-to-year  returns 
from  real  estate  investments  and  from  stocks  and  bonds, 
permitting  the  proportion  of  real  estate  equity  invest- 
ments to  increase  in  the  portfolio  and  still  attain  an 
acceptable  level  of  risk  or  variance  in  the  portfolio 
return. 

(3)  The  use  of  carmingled  real  estate  funds  (OffiFs) 
managed  by  ins-urance  conpanies,  conmercial  banks,  and 
certain  investment  houses,  provide  a  mechanism  for  ob- 
taining diversified  investments  in  real  estate  equities. 
O^EFs  permit  diversification  by  property  type  and  by 
geographic  area.  A  large  CREF  may  acconplish  both 
types  of  diversification,  or  the  pension  fund  manager 
nay  purchase  shares  in  a  number  of  funds  which  special- 
ize in  property  types  or  regions. 

(4)  The  stability  of  real  estate  values  relative 
to  marked  values  of  stocks  and  bonds,  which  are  re- 
flected significantly  by  a  change  in  the  level  of 
interest  rates  and  stock  market  conditions.  As  a 
point  of  illustration,  the  market  value  of  the  in- 
vestment portfolio  of  the  Federal  Reserve  System 
pension  plan,  invested  in  securities,  declined  $30 
million  or  about  7  percent  in  1981.  Real  estate 
values  are  markedly  less  volatile. 

(5)  The  potential  of  a  relatively  high  rate  of 
return.  The  combination  of  expected  annual  appre- 
ciation in  market  value  and  net  cash  returns  produces 
a  substantial  yield  on  real  estate  equity  investments. 
Pension  fund  managers,  when  asked  to  provide  the 
minimum  acceptable  net  cash  yield  (unlevered)  from  real 
estate  equity  investments,  responded: 

Minimiin      PRCPCTTIOiS  OF  PENSIC»^  FUND  MANAGERS 

acceptable  RESPONDING 

net  cash 

rate  of 

return        1975    1976    1977    1980    1981 

7%  5%  17%  21%  11%  18% 

8%  20%  15%  18%  13%  20% 

9%    ■  22%  15%  17%  14%  11% 

10%  17%  21%  17%  17%  19% 

Over  10%  13%  13%  9%  21%  26% 

No  response  23%  19%  18%  24%  6% 

Source:  Pension  World,  Sept.,  1981.  205  responding 
from  survey  of  1,200  largest  funds. 
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In  1981,  45%  of  the  pension  fund  managers  responding 
required  a  10%  or  greater  net  cash  return  on  real  estate 
equities.  This  return  does  not  include  potential  appre- 
ciation in  the  value  of  the  property.  Minimum  expectations 
for  annual  appreciation  were:  , 


annual 

appreciation 

1975 

1976 

1977 

1980 

1981 

2% 

23% 

12% 

9% 

3% 

1% 

3% 

26% 

18% 

12% 

4% 

5% 

4% 

16% 

9% 

6% 

6% 

8% 

4%<- 

17% 

37% 

48% 

&o% 

70% 

6%+ 

- 

- 

- 

- 

46% 

8% 

- 

- 

- 

- 

32% 

No  response 

14% 

23% 

21% 

21% 

14% 

Inflation  expectations  are  very  evident  in  these  re- 
sponses over  time.  By  1981,  46  percent  of  pension  fund 
managers  expected  a  minimum  annual  rate  of  appreciation 
in  value  of  6%  or  more. 

(6)  The  potential  of  real  estate  as  an  inflation 
hedge,  particularly  in  view  of  the  stock  and  bond  ex- 
periences in  the  1970s.  Tendering  this  expectation 
are  the  substantial  rent  increases  in  certain  markets 
in  recent  years,  such  as  the  markets  for  prime  office 
space  in  najor  cities.  The  ability  of  cctmercial/ 
industrial  tenants  to  pass  rent  increases  on  to 
custaneris  facilitated  by  the  indexed  lease  and  the 
requirement  that  tenants  share  volatile  operating 
expenses.  However,  the  risk  of  saturated  local 
markets  must  be  considered  in  forecasts  of  continuing 
rent  increases. 

(7)  The  ability  to  structure  the  ownership  position 
to  further  diversify  the  investment  portfolio.  The 
pension  fund  may  purchase  the  property  outri^t;  joint 
venture  a  development;  buy  into  a  limited  partnership; 
engage  in  a  purchase- leaseback;  or  invest  in  a  caimingled 
fund.  About  43  percent  of  pension  funds  intending  to 
purchase  new  real  estate  equities  in  the  next  three  years 
intend  to  use  conmingled  funds;  18  percent  anticipate 
direct  ownership;  limited  and  general  partnerships  and 
other  ownership  forms  are  much  less  often  used. 

(8)  Greater  operating  control  over  the  investment 
can  be  exercised  by  the  pension  f\ind  manager,  if  de- 
sired. Real  estate  is  a  management  intensive  investment 
and  net  income  and  market  value  can  be  influenced  by 
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management  policies  for  maintenance  and  repair,  re- 
habilitation and  expansion.  Ihe  use  of  aximingied 
funds  renoves  the  pension  fund  from  active  manage- 
ment, which  may  be  preferable  if  the  fund  lacks 
internal  expertise. 

(9)  Only  real  estate  markets  are  large  enough 
to  absorb  the  volume  of  money  pension  funds  have 
to  invest. 

Factors  which  would  reduce  the  incentive  of  pension  funds  to 

invest  in  real  estate  equities  include: 

(1)  The   relative  illiquidity  of  real  estate  in- 
vestments; however,  the  liquidity  needs  of  pension 
funds  are  low,  with  most  pension  plans  able  to  meet 
current  benefits  from  annual  contributions,  leaving 
the  fund  itself  intact  for  long  periods  of  tijne. 
Coomingled  funds  also  provide  a  nreasure  of  liquidity 
not  available  In  direct  ownership  of  large  real 
estate  investments. 

(2)  The  expertise  needed  to  find  suitable  pro- 
perties, to  negotiate  their  purchase,  and  to  manage 
the  property  may  not  be  available  in-house.  Developing 
such  capabilities  represent  a  significant  front -end 
expense  for  the  fund.  Expert  assistance  for  direct 
investment  is  available  from  consulting  firms  and 
coniningled  funds,  of  course,  contend  that  such 
capabilities  are  one  of  their  principal  advantages. 

(3)  Public  pension  funds  may  be  restricted  to 
investing  in  their  state,  or  "social  investing" 

nay  result  fran  political  pressure  to  invest  locally. 

(4)  A  perceived  long-term  reduction  in  the  rate 
of  inflation,  accompanied  by  lower  and  more  stable 
interest  rates,  which  would  favorably  affect  the 
narket  value- of  the  fund's  portfolio  of  securities, 
may  result  in  real  estate  equities  again  being  the 
least- favored  investment.  Indexing  the  returns  on 
debt  instruments  to  alleviate  interest -rate  risk  and 
the  effect  of  anticipated  inflation  also  could  reduce 
the  interest  of  pension  fund  managers  in  real  estate 
equities. 

(5)  Ttie  availability  of  large-scale,  prime, 
"investment  quality"  real  estate  projects  ultimately 
will  determine  the  magnitude  of  pension  fund  invest- 
ment in  real  estate  equities  and  mortgages.  Already, 
pension  fund  managers  are  decrying  the  lack  of  quality 
investment  properties. 
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Althou^  pension  funds  invest  in  a  variety  of  real  estate, 
including  raw  land,  agricultural  land,  shopping  centers,  detached 
retail,  industrial  parks  and  single  industrial  properties,  ware- 
houses, and  hotels,  they  have  historically  been  a  major  purchaser 
of  office  buildings,  with  a  preference  for  large  buildii^s  in  the 
central  city.  A  Pension  World  survey  of  25  corporate  funds  and  ei^t 
government  funds  found  that  direct  ownership  of  office  bxiildings 
accovinted  for  21  percent  of  the  total  real  estate  eqvdties  in  these 
funds.  Shopping  centers  accounted  for  19  percent  of  total  real 
estate  equities;  warehouses,  13  percent;  industrial,  9  percent; 
s^artments,  4  percent;  hotels,  2  percent;  farms,  7  percent. 

Almost  one-third  of  direct  investment  in  real  estate  equities 
in  the  next  three  years  is  anticipated  to  be  in  office  bviildings. 
Another  survey  of  major  ccraningled  funds  managed  by  insurance 
ccnpanies  and  ccnmercial  banks  showed  30.2  percent  of  their  total 
investments  in  office  bviildings;  29.5  percent  in  industrial,  including 
warehouses  and  office/wareiaouse;  and  24.7  percent  in  ccnmercial, 
including  shopping  centers,  retail  and  department  stores.  (Estey 
and  Miles,  Conroercial  and  Investment  Journal,  Vol.  1,  1982. ) 

The*  sheer  volvnne  of  potential  equity  funds  available  frcm 
pension  funds  oveivfeelm  the  availability  of  new  prime  real  estate 
developments.  Suggestions  of  counselors  are  appearing  vtiich  en- 
courage the  purchase  of  older,  "quality"  properties;  to  engage  in 
development  as  well  as  in  the  purc.hfl.se  of  new  property;  and  which 
tout  the  smaller,  non-urban,  "second-and- third-tier"  markets  as  a 
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source  of  equity  investments.  Such  advice  may  resxolt  in  higher 
yields,  but  at  a  higher  level  of  risk  in  the  portfolio. 

Insurance  Companies 

Insurance  conpanies,  with  a  steady  inflow  of  premium  dollars 
fran  vibole   life  policies,  were  formerly  the  largest  provider  of 
capital  to  connercial  real  estate.  However,  the  recent  hi^  levels 
of  interest  rates  resulted  in  the  savings  aspect  of  whole  life  be- 
coming less  attractive  to  consumers,  who  began  to  purchase  greater 
amounts  of  term  insurance,  affecting  the  reserves  available  to  the 
insurance  industry  for  long-term  investments.  Insurance  con^janies 
have  been  diversifying  the  products  offered  to  the  consumer.  Ibr 
instance,  the  vini versa!  life  policy,  which  con±)ines  insurance  with 
a  money  market  fund,  Independent  Retiranent  Accounts,  and  Keough 
Plans  are  being  tentatively  offered.  Ultimately,  these  plans  and 
others  may  raise  significant  amounts  of  capital  for  the  industry 
vfeich  may  not  initially,  but  vMch  may  over  time,  go  into  real 
estate  equities  or  financing. 

Seme  insurance  conpanies,  such  as  Prudential,  Equitable  and 
Connecticut  General,  have  for  sane  time  invested  in  or  developed 
real  estate  for  their  own  account  and  joint  ventiired  with  real 
estate  developers.  As  insurance  ccnpany  reserves  available  for 
long-term  investment  for  their  own  general  accovints  have  suffer- 
ed, the  industry  has  moved  toward  becoming  money  managers  for 
others,  particularly  pension  fvmds  through  separate  account 
ccraningled  funds.  These  funds  range  from  large  open-end  pools 
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offered  by  Prudential,  Equitable,  Aetna,  John  Hancock  and  others, 
to  smaller  closed-end  funds.  The  closed-end  fund  raises  a  given 
amount  of  capital  and  is  closed  to  additional  investors.  The 
participation  of  an  investor  is  for  a  fixed  time  period,  usually 
seven  to  twelve  years.  Typically,  there  is  no  penalty  for  with- 
drawal of  funds,  but  the  investor  may  have  to  find  a  buyer.  The 
open-end  fund  is  more  liqtiid,  with  units  generally  redeemable  at 
the  end  of  each  quarter  with  advance  notice.  Ccnmingled  funds 
have  become  a  favorite  vehicle  for  pension  funds  seeking  to 
diversify  into  real  estate. 

The  asset  value  of  coranlngled  equity  real  estate  funds  at  the 
end  of  1980  was  $6.3  billion,  increasing  from  $3.5  billion  in  1979 
(includes  both  bank  and  insurance  conapany  funds).  The  growth  of 
these  funds  has  been  rapid,  from  $750  million  in  1974  to  $6.3 
billion  in  1980.  Future  growth  is  difficult  to  predict  and  will 
depend  upon  the  willingness  of  pension  funds  to  use  CEEFs  for  real 
estate  investments.  Insurance  conpany-raanaged  ccnmingled  funds 
are  significantly  larger  than  bank-managed  fxinds.  The  median 
insurance  fund  was  $352.7  million  in  1980;  the  median  bank  was 
$64.8  million. 

A  survey  of  ccnmingled  funds  managed  by  Aetna,  Equitable, 
Hancock,  Metropolitan,  Prudential  (two  fimds)  and  Travelers  indi- 
cates the  diversity  of  their  investments.  Although  certain  fxmds 
may  specialize,  the  large  insurance  funds  show  reasonable  diversity 
on  average,  with  office  buildings  and  ccnmercial  real  estate  each 
accounting  for  about  one-fourth  of  their  aggregate  portfolio. 
(Table  4) 
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TABLE  4 

INVESTMENT  BY  PROPERTY  TYPE 

INSURANCE  CREFs 

Maximum 


Percent 


Median 
Percent 

16.1% 

82.1 

12.8 

15.8 

0.0 

24.9 

0.0 

24.0 

1.4 


Source:  Estey  &  Miles,  "Hcfw  Pension  Funds  Invest 

Itoougfa  CREPs,"  Cannercial  Investment  Journal, 
Vol.  1,  1982,  pp.  8-15. 


Cash 

46.1% 

Real  Estate 

97.3 

Hotels,  Motels 

100.0 

Industrial 

Warehouse 

50.1 

Land,  land  lease 

1.6 

Office 

68.2 

Residential 

sqjartment 

9.9 

Cannercial 

54.0 

Agriculture 

9.3 

Hie  large-open  end  fvmds  of  insurance  coipanies  facilitate 
large  single  investnients  although  CREF  managers  differ  in  their 
philosophy  concerning  the  size  of  investments.  Some  fxind  managers 
contend  that  a  $50  million  shopping  center  can  be  as  easily  analyzed 
and  acquired  as  a  $3  million  center;  others  contend  that  properties 
in  the  $2.5  million  to  $15  million  range  are  optimum,  being  above 
the  reach  of  the  tax-motivated  individual,  bvrt  below  the  keen  con- 
petition  among  the  large  CREFs  in  the  market  for  $50  to  $100  million 
properties. 

An  indication  of  the  profitability  and  stability  of  rates  of 
retiim  in  these  cocraLngled  funds  is  illustrated  by  comparison  of 
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three  funds  with  indices  for  stocks,  bonds,  treasury  bills  and  the 
consumer  price  index.  The  CREFs  demonstrated  a  significantly  higher 
rate  of  return  over  time  and  a  lower  variation  of  yields.  (Table  5) 


TABLE  5 
ANNUAL  RATES  OF  RETURN 
CREFs,  STOCKS,  BONDS,  TREASURY  BILL^,  CPI 

3-Year    5-Year    5-Year    10-Year   10-Year 
1  year  Average   Average   Average   Average   Standard 
Market  indices   (1979)  (1977-79)  (1970-74)  (1975-79)  (1970-79)  Deviation 


Rftal  Estate 
Fund  Index ^ 

21.6% 

15.0% 

8.4% 

12.2% 

10.3% 

4.9% 

Standard  & 
Poor's  500 
Stock  Index 

17.4 

5.0 

-4.2 

14.5 

4.7 

19.6 

Salomon  Brothers 

Long-Teim 

Corporate 


Bond  Index 

-4.9 

-1.1 

5.6 

5.6 

5.6 

8.0 

90-Day 
Treasury  Bills 

9.8 

7.4 

6.0 

6.6 

6.3 

1.8 

Consumer 
Price  Index 
(C.P.I.) 

13.3 

9.7 

6.6 

8.2 

7.4 

3.4 

^  A  coiposite  performance  of  PRISA,  Equitable,  &  First  Chicago 
canningled  funds. 

Source:  Brachman,  "Rating  Canningled  Funds,"  Pension  World, 
Septetrber  1981. 


CREFs  traditionally  have  purchased  new  and  seasoned  properties, 
althou^  sane  funds  have  always  developed  some  real  estate.  It  is 
expected  that  CREFs,  as  a  w±iole,  will  increasingly  purchase  lever- 
aged properties  and  will  engage  in  development  to  a  greater  extent 
in  the  future. 
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Foreign  Investors,  Corporations,  Individuals  and  Others 

Foreign  investors  are  increasingly  purchasing  comnercial/ industrial 
properties  in  the  United  States.  The  foreign  investor  has  been  in- 
terested in  all  types  of  conmercial  property  and  a  variety  of  separate 
deals  are  continuously  reported:  British  Airways  pensicm  fund:  office 
buildings  in  Evansville,  New  Orleans,  and  Florida,  shopping  centers  in 
Houston  and  Virginia  for  a  total  investment  of  $44.8  million;  the 
Imperial  Group  Fund  (U.K.  American  Properties  Fund  (representing  33 
comningled  funds):  total  U.S.  real  estate  investments  of  $300  million; 
British  National  Coal  Pension  Fund,  purchasing  a  $350  million  REIT 
fron  Continental  Illinois  Bank,  with  additional  connitments  of  $50 
to  $70  million  per  year  to  buy  U.S.  connereial  property;  Morgan-Stanley 
in  1981  had  deals  with  two  Japanese  insvirance  companies,  a  Hong  Kong 
hotel  investor,  a  Saudi  Arabian  prince,  a  Kuwaitian,  and  a  British 
pension  fund,  with  one-third  of  their  1981  business  being  with  off- 
shore investors.  Generally,  these  foreign  investors  are  seeking  the 
same  type  of  property  that  other  major  suppliers  of  equity  capital 
seek,  i.e.,  office  buildings,  shopping  centers,  warehouses,  industrial 
projects  and  land.  Estimates  of  total  foreign  investment  in  U.S. 
coninercial/industrial  real  estate  range  from  $5  to  $10  billion. 

Equity  capital  continues  to  be  supplied  throu^  investments  by 
real  estate  limited  partnerships  and  direct  ownership  by  individuals 
seeking  tax-sheltered  income.  The  1981  Tax  Act  created  conflicting 
incentives  for  high  tax-bracket  investors.  The  accelerated  cost 
recovery  system  permitting  a  15-year  writeoff  of  depreciation,  with 
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the  option  of  usint?  175  percent  of  tlie  straight-line  rate,  increased 
the  tax  shelter  opportunities  in  investment  real  estate,  as  did  the 
investment  tax  credits  for  rehabilitation  of  older  comnercial/ industrial 
real  estate.  On  the  other  hand,  the  reduction  of  the  maxijnum  ordinary 
tax  rate  to  50  percent  reduces  incentive  to  seek  tax  sheltered  invest- 
ments. The  net  effect  of  these  contradictory  influences  on  the  flew 
of  equity  capital  into  real  estate  tax  shelters  Is  yet  to  be  ascertained. 

Other  suppliers  of  real  estate  equity  are  corporations,  which 
are  beginning  to  realize  that  their  plant  and  other  real  estate 
holdings  may  yield  more  profit  than  the  business  conducted  therein. 
Mortgage  bankers,  to  a  limited  extent,  are  putting  equity  into  new 
developments  for  which  they  arrange  financing,  with  the  developer 
and  lender  each  giving  up  some  part  of  their  positions.  An  equity 
position  by  a  mortgage  banker  of ,  say ,  ten  percent ,  may  be  encouraged 
by  the  lender,  who  feels  that  protection' in  the  deal  is  Increased  if 
the  mortgage  banker  is  a  partner.  If  the  mortgage  conpany  is  owned 
by  a  comnercial  bank,  it  cannot  take  anoamership  position.  Money  market 
mutual  funds,  which  are  anticipated  to  grow  to  $200  billion,  are  being 
mentioned  as  potential  suppliers  of  real  estate  equity  and  mortgage 
funds.  The  service  corporations  of  the  thrift  industry  have  their 
activities  limited  to  those  "reasonably  related"  to  the  activities 
of  the  parent  associations,  which  are  restricted  to  investing  no 
more  than  three  percent  of  their  assets  in  service  corporations. 
Service  corporations  liave  purchased  or  developed  investment  real 
estate,  although  neither  they  nor  their  parent  associations  have 
been  a  major  source  of  equity  for  caimercial/ industrial  real  estate. 
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SUPPLIERS  OF  ^DR^GAGE  DDANS  IN  THE  1980s 

Trends  In  Long-term  Financing 

Ccnmercial  banks  in  1981  rec^tured  a  portion  of  the  market  for 
long-term  nonresidential  financing  which  had  been  increasingly  served 
since  1977  by  life  insurance  cccpanies  and  ncrtgage  bankers.  .Of  the 
total  $32.2  billion  in  nonresidential  long-term  originations  in  1981, 
conmercial  banks  obtained  $14.2  billion  or  44.2  percent,  the  largest 
share  since  the  49.1  percent  obtained  in  1977.  (Table  6)  Ccnmercial 
banks  increased  both  the  dollar  volune  of  long-term  originations  and 
market  share  in  1981;  the  dollar  volumes  and  shares  of  market   for 
all  other  sources  declined.  Life  insurance  canpanies  originated  $9.7 
billion  In  long-terai  nonresidential  loans  in  1981  for  a  30  percent  share 
of  the  market;  in  1980,  lile  insurance  ccnpanies  accounted  for  $11.1 
billicm  and  31.5  percent  of  the  market.  Mortgage  bankers  also  ex- 
perienced a  decreasing  dollar  volume  and  market  share,  falling  fron  $4.6 
billion  in  1980  to  $2.4  billion  in  1981,  and  frcm  13.1  percent  to  7.4 
percent  of  the  market. 

Savings  associations  and  mutual  savings  banks  continued  to  supply 
lesser  amounts  of  long-term  nonresidential  loans,  falling  from  $5.2 
billion  in  1980  to  $4.2  billion  in  1981,  a  trend  which  has  continued 
since  1977,  viben  these  institutions  together  supplied  $7.6  billion  in 
originations  and  accounted  for  21.3  percent  of  the  market.  Savings 
association  regulations  on  cannercial  property  lending  were  liberal- 
ized in  1980.  Associations  may  now  place  20  percent  of  their  assets 
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in  nonresidential  loans  and  the  loan  to  value  ratios  have  been  in- 
creased from  75  to  90  percent.  TTie  loan  to  value  ratios  for  unamortized, 
intei^st-only  loans  were  increased  from  60  to  75  percent  for  loans  up 
to  five  years  maturity,  and  five-year  construction  loans  can  be  made.  Hie 
thrift  industry,  however,  has  been  slow  to  exercise  their  new  lending  capa- 
cities as  associations  struggle  with  low  savings  inflows  and  liquidity 
problems.  Nevertheless,  the  industry  is  now  better  positioned  to  coipete 
as  a  nonresidential  lender  when  more  pressing  problems  are  alleviated. 

The   increased  shares  of  the  long-term  nonresidential  market  cap- 
tured by  life  insurance  caipanies  and  mortgage  bankers  during  the  recent 
pseriod  of  high  rates  of  inflation  can  be  attributed  to  the  ability  of 
these  lenders  to  structure  equity  participations,  joint  vultures,  syn- 
dications and  other  arrangements  in  order  to  continue  to  supply  funds 
to  hard-pressed  borrowers.  Ccninercial  baixks,  on  the  other  hand,  have  been 
unable  to  provide  many  of  the  innovative  financing  and  co-ownership  arrange- 
ments. In  many  instances,  these  bonxwers  were  asked  to  surrender  sub- 
stantial amounts  of  their  equity  positions.  As  the  present  recession 
lengthMied  into  1981,  the  demand  for  nonresidential  loans  continued  to 
drift  downward.  Borrowers  increasingly  turned  to  connercial  banks  for 
their  long-term  financing  as  life  insurance  caipanies,  experiencing  cash 
flow  problems,  backed  away  fron  the  long-term  market.  Another  view  of  the 
shift  to  ccninercial  banks  speculates  that  borrcwers  are  increasingly  will- 
ing to  take  the  floating  and  indexed  rates  offered  by  comnercial  banks, 
anticipating  an  increased  ability  to  refinance  at  more  favorable 
terms.  If  borrowers  are  anticipating  lower  interest  rates  and 
easier  credit,  they  will  turn  away  fron  the  equity  participation 
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arrangements  which  require  surrendering  benefits  of  ovmership  to 
the  lender.  Construction  loans  originated  by  conmercial  banks  may 
be  stretched  out  past  the  24  to  36  month  construction  period  while 
borrowers  search  for  more  advantageous  terms. 

The  changes  in  conmercial  real  estate  loan  originations  among 
lenders  affect  the  relative  proportions  of  nortgage  debt  held  (Table 
7).  Total  conmercial  mortgage  debt  has  increased  almost  two  and  one- 
half  times  since  1972.  The  share  of  ccninercial  mortgage  debt  held 
by  conmercial  banks  has  remained  relatively  constant  since  1978  at 
around  31-33  percent.  Itie  share  held  by  life  insurance  conpanies 
has  increased  continxjously  since  1978  from  29.4  to  31.9  percent  in 
1981.  The  proportion  held  by  mortgage  banking  con^janies,  noninsured 
pension  funds  and  others  increased  by  wore  than  2  percent  in  1981, 
to  14.8  percent.  The  increased  share  of  ccnmercial- mortgage  debt 
held  by  insurance  cacpanies,  mortgage  bankers  and  others  came  from 
reductions  in  the  holdings  of  rmtvial  savings  banks  and  savings  associ- 
ations, vMch  together  experienced  a  decrease  of  almost  5  percent  in 
ccnmercial  mortgage  debt  held,  1979-1981. 

Trends  in  Construction  Financing 

Construction  loans  since  1973  have  been  increasingly  supplied 
by  ccnmercial  banks,  vfaLch  accovmted  for  57  percent  of  construction 
financing  in  1973  and  77.2  percent  by  1981.  (Table  8)  Real  estate 
investment  trusts  ceased  to  be  a  factor  in  construction  financing 
in  recent  years,  permitting  conmercial  banks  to  participate  to  a 
greater  extent  in  this  market.  The  proportions  of  this  market 
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served  by  mutual  savings  banks  and  savings  associations  also  have 
trended  downward  since  1977.  By  1981,  these  institutions  origi- 
nated only  11.3  percent  of  construction  loans.  MDrtgage  bankers 
are  credited  with  7.3  percent  of  the  market  in  1981,  down  fixDm 
10.5  percent  in  1979.  Life  insurance  coi^janies  have  had  a  rela- 
tively stable  percentage  of  the  market  in  the  last  three  years, 
ranging  from  2.3  to  2.9  percent. 

Financing  Arrangements  in  the  1980s 

Lenders  today  are  engaging  in  a  variety  of  debt /equity  financing 
arrangements  for  nonresidential  real  estate.  While  every  aspect  of 
the  deal  is  negotiable,  the  bargaining  between  developer  and  lender 
generally  focuses  on  the  coniDination  of  expected  cash  flow,  in- 
cluding participations,  and  reversion  valiie  \«iiich  provides  an  18-20 
percent  internal  rate  of  retvtm  to  the  lender. 

Seme  exanples  of  financing  arranganents  in  the  past  three  years 


Equity  participations.  Below  market  nominal  rate 
with  or  without  points,  amortization  up  to  30  years 
with  a  balloon  in  5-10  years;  percentage  of  effective 
gross  income  over  pro  forma  or  of  net  income  as  parti- 
cipation; may  also  have  right  to  share  in  cash  reversion 
of  refinancing. 

Sale  of  site  to  lender,  leaseback  with  leasehold 
mortgage.  Lender  purchases  site  at  market  value  and 
leases  back  to  developer  under  long-term  ground  lease 
with  renewal  options;  site  rent  is  at  mortgage  interest 
rate;  leasehold  mortgage  with  30-year  amortization,  15- 
year  call  option,  below-market  interest  rate,  may  have 
participation  in  cash  flow  and  sales  proceeds  over 
amount  of  mortgage  loan  and  ground  investment. 
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Purchaser-sell  hajck.     Lender  buys  site  and  inprove- 
ments  for  less  than  cost  and  sells  back  to  the  investor 
on  30-40  year  installment  contract  at  or  below  market 
interest  rate;  lender  also  may  participate  in  cash 
flow  after  operating  expenses  and  installment  payment, 
operating  expenses  not  to  exceed  stated  maximums; 
buyer  under  installment  contract  may  acqiiire  title  by 
payment  in  fiill  of  outstanding  balance  of  the  contract 
with  prepayment  penalties  that  are  reduced  over  time. 

Joint  ventTire.  Diverse  arrangements  for  division 
tif  ownership,  cash  flow,  and  proceeds  from  sale  are 
possible.  An  example:  the  developer  puts  the  land 
into  the  joint  ventxire  at  market  value  and  the  lender 
puts  up  the  entire  cost  of  iraprovoiients .  Net  inccme 
is  split  as  follows:  First,  a  preferred  and  cumulative 
retvu:Ti  to  the  lender  on  fvinds  invested  at  a  rate  near 
the  market  interest  rate;  Second,  to  the  developer  on 
value  of  site  at  same  rate;  then,  any  remainder  split 
equally  between  lender  and  developer.  In  the  event  of 
sale  of  the  property,  proceeds  first  pay  off  the  funds 
advanced  by  the  lender;  the  remainder  is  paid  to  the 
investor. 

Wraparovmd.  Second  mortgage  is  wrapped  around 
existing  first  mortgage;  lender  advances  only  differ- 
ence between  new  mortgage  and  balance  outstanding  on 
existing  mortgage  and  levers  the  yield  on  the  wrap- 
arovind  on  the  lower  interest  rate  of  the  existing 
mortgage. 

Standby  equity.  Lender  wants  to  fund  the  equity 
but  not  the  debt.  An  interest  rate  and  mortgage  term 
are  selected  vktiich  are  likely  to  be  available  in  three 
to  five  years.  A  loan  is  made  at  70  percent  of  pro- 
ject cost  as  a  fundable  standby,  with  interest  only 
for  3-5  years.  Lender  provides  the  equity  for  a  below- 
market  preferred  and  cumulative  return.  Project  is 
owned  50-50  with  the  developer;  tax  writeoffs  fran 
construction  are  shared.  Or,  in  another  version,  the 
lender  gets  all  cash  flow  after  a  stated  return  to  the 
developer  until  the  equity  investment  is  returned;  then 
cash  flow  is  split  evaily  between  lender  and  developer. 

Lender  provides  debt  and  equity.  Net  operating 
income  is  divided  by  the  minimum  debt  coverage  ratio 
to  obtain  income  available  to  service  the  mortgage; 
mortgage  constant  for  30-year  term  is  used  to  deter- 
mine the  amount  of  the  loan;  lender  also  provides 
balance  of  project  value  as  eqiiity  contribution. 
Lender  receives  preferred  return  on  equity,  debt 
service  on  mortgage,  and  50  percent  of  any  remaining 
cash  flow. 
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Construction  and  long-term  cotA>inations.  A  vari- 
able rate,  fixed  payment  loan,  with  a  construction 
loan  at  a  floating  rate,  and  a  five-year  interim 
takeout  loan  at  end  of  construction.  Interim  loan 
is  below  market,  30-year  amortization,  with  fixed 
debt  service  and  a  balloon  in  five  years.  The  de- 
veloper also  must  pay  the  difference  each  year 
between  the  floating  construction  loan  rate  and 
the  rate  on  the  interim  loan.  If  the  developer 
owes  the  bank  at  end  of  each  year,  the  additional 
interest  can  be  paid  in  cash,  added  to  the  principal 
owed  if  the  loan  to  value  ratio  warrants,  or  the 
mortgage  constant  on  the  five-year  loan  be  increased. 

Another  version  accrues  interest  on  a  five-to 
ei^t  year  floating  rate  loan  made  at  end  of  24- 
month  construction  loan;  accrued  interest  above 
fixed  constant  is  added  to  balance  of  loan  unless 
the  debt  service  coverage  falls  below  1.20,  then 
accrued  interest  ni.i.st  be  paid. 

Lender  provides  24-month  loan  for  all  of  pro- 
ject, cost ,  except  for  developer ' s  fee  at  fixed 
rate;  at  the  end  of  24  months,  the  loan  is  con- 
verted to  equity  with  lender  receiving  preference 
to  obtain  stated  belcw-market  return  on  investment; 
balance  of  pro  forma  net  inccroe  goes  to  developer ; 
increases  over  pro  forma  split  between  lender  and 
developer,  with  lender  receiving  proportion  neces- 
sary to  obtain  required  yield. 

Construction  loans.  Banks  are  making  open- 
end,  floating  rate,  up  to  36  months;  loans  may 
or  may  not  require  take-out  conmitment. 

Coninercial  banks  are  extending  these  loans 
on  12  months  options  for  1  to  2  points;  some 
banks  will  reduce  interest  and  accrue  the  differ- 
ence; others  give  3  to  5  standby  takeouts  with 
floating  rates  and  1  to  4  points,  with  sane 
interest  deferred. 

Convertible  mortgage.  Loan  is  made  at  80 
percent  of  value  for  five  years  at  below-market 
interest  only;  the  sixth's  years  net  income  is 
projected  and  capitalized  to  set  value.  Lender 
has  sole  option  to  purchase  50  percent  ownership 
position  at  5  to  10  percent  of  sixth-year  value. 

Office  building  under  construction  with  first 
mortgage  comnitted;  additional  funds  needed  for 
completion.  Lender  gave  second  mortgage  at  below- 
market  rate,  receiving  50  percent  of  all  gross 
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revenues  over  fixed  costs  of  building.  At  end  of  10  years, 
second  mortgage  is  convertible  into  a  75  percent  eqioity 
position,  with  lender  having  option  to  buy  the  25  percent 
at  ciorrent  market  value. 

Lender  gives  75  percent  financing  at  below-market 
rate,  usually  interest  only  for  a  five  year  term.  At 
an  agreed  upon  time,  the  lender  exercises  his  sole 
option  to  purchase  the  property  at  an  amount  related 
to  the  outstanding  balance  of  the  loan;  developer  takes 
depreciation  writeoffs  while  owning  the  property  and 
receives  75  percent  of  the  value  of  project  upon  com- 
pletion and  rent-up,  paying  no  tax  on  these  "refinancing" 
proceeds. 

Bullet  loans.  Three  to  ei^t-year  fixed  rate  loan, 
interest  only,  scraetimes  with  partial  amortization; 
usually  borrower  is  locked  in  with  a  penalty  for  pre- 
payment to  give  equivalent  jdeld  for  ranaining  term 
of  loan;  no  participation;  callable  at  end  of  fifth- 
seventh  year;  for  each  year  beyond  fifth,  a  fifty 
basis  point  premium  may  be  charged  over  the  initial 
fixed  rate;  underwriting  with  a  1.20  debt  service 
coverage.  Often  used  to  refinance  seasoned  property 
with  considerable  equity  or  to  get  off  a  construction 
loan. 

Pre-sale  to  institution.  Forward  equity  coranitment 
by  life  insurance  coapany  on  prime  project;  raaximLHii 
funding  advanced  upon  80-95%  lease-v:?)s;  less  than  50- 
80%  lease-up,  funding  may  cover  only  builder's  cost 
and  overhead  and  could  result  in  no  sale.  Several 
variations  exist,  but  protect  the  lender  in  the  event 
of  lack  of  demand  for  the  project.  Sane  sales  are 
only  for  70%  of  equity  to  keep  developer  in  for 
property  management. 

Fixed-rate  takeouts.  Shall  life  insurance  companies 
and  analler  pension  funds  make  high  fixed  rate  loans; 
60-65%  loan  to  value,  call  datfes  of  5-10  years,  amortized 
over  25-30  years  rate  increase  and/or  fee  for  extension. 
Savings  associations  may  lend  at  below  market  plus  2-3 
points  in  fees,  and  30%  eqviity  for  3  year  loan  and  50% 
for  8  year  loan. 

Second  mortgages.  Floating  rates  1^2^%  over  prime 
with  1  point  fee  and  3-5  year  term;  no  participation; 
1.10  debt  coverage  ratio  on  seasoned  properties  with 
fixed  rate  first  mortgages.  Convertible  second  mortgages 
at  below  market  interest  only  with  participation  of  25% 
to  40%,  borrower  has  fixed  rate  first  mortgage  without 
participation. 
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Interest-free  mortgage.  Where  this  is  an  owner- 
user,  such  as  an  office  condominium;  loan  for  85%  of 
cost,  32  percent  down,  and  five  year  full  amortization. 

Public  and  Private  Financing  combinations.  Urban 
Development  Action  Grants  used  for  comnercial  and 
industrial  development  in  "distressed  cities"  which 
have  a  fair  housing  plan  and  promote  equal  opportunity 
in  enployment  and  housing.  City  obtains  federal  grant 
and  nakes  a  second  mortgage  loan  to  the  developer, 
vtien  city  is  repaid  the  money  can  be  reused  locally; 
interest  rate  about  the  same  as  tax-free  industrial 
revenue  bond  rate;  terms  are  flexible  (interest  only; 
partial  amortisation;  deferred  interest;  city  may 
participate  in  cash  flow) .  The  future  of  the  program 
is  uncertain;  UDAG  is  funded  this  year,  but  may  be 
jAiased  down  beginning  in  1983. 

Industrial  Revenue  (Development)  Bonds  issued  by 
a  state,  county  or  municipality  for  project  which 
creates  or  preserves  enployment.  Project  is  either 
owned  by  the  government  and  leased  to  the  user  who 
has  option  to  buy  at  end  of  lease;  owned  by  govern- 
ment and  sold  to  user  on  installment  sale;  or  a 
loan  is  made  to  the  user-owner;  terms  up  to  30  years 
at  tax  free  interest  rate;  may  be  corbined  with 
conventional  financing.  Ccnmercial  banks  may  give 
a  letter  of  credit  to  experienced  developer;  invest- 
ment house  sells  bonds  with  bank  as  security  if 
project  does  not  generate  sufficient  net  income 
to  service  bonds. 

Bonds  are  retired  by  user  and  may  be  privately 
placed  with  a  lender  who  also  has  participation, 
or  underwritten  publically.  Limited  in  amount  to 
$10  million  to  obtain  Federal  tax  exerption  for 
interest;  can  be  ccotoined  with  UDAG  to  spend  $20 
million  within  the  issuing  governmental  juris- 
diction. The  Internal  Revenue  Service  is  studying 
the  purpose  for  which  industrial  revenue  bonds 
have  been  issued  and  Congress  may  restrict  their 
use.  At  the  present,  institutional  investors  have 
had  a  surefeit  of  tax-exenpt  issues,  with  the 
result  that  the  interest  rates  from  these  instru- 
ments are  close  to  market. 

SEA  503  program  permits  a  fixed-rate  second 
mortgage  at  below  market  rates  if  project  will 
increase  enployment;  developer  puts  in  10%; 
bank  will  nake  a  50%  first  mortgage  with  floating 
rate  and  10-15  year  balloon. 
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Lending  in  the  Mid-1980s. 

ITie  magnitude  of  the  market  for  nonresidential  financing  in 
the  mid-1980s  will  depend  upon  our  rate  of  recovery  from  the  present 
recession.  The  recovery  would  be  slowed  if  high  interest  rates  and 
inflationary  expectations  persist.  Continuing  high  interest  rates 
also  would  result  in  greater  proportions  of  equity  substituted  for 
debt  in  financing  nonresidential  real  estate.  In  this  scenario, 
total  nonresidential  loan  demand  would  fall  to  less  than  the  1981 
level  of  $58  billion.  Nor  WDuld  aggregate  nonresidential  loan 
demand  be  expected  to  increase  significantly  as  we  move  into  the 
mid-1980s. 

In  this  situation,  cotimercial  banks  should  experience  a  anall 
increase  in  their  present  share  of  long-term  nonresidential  lending 
and  would  continue  to  obtain  a  hi^  proportion  of  construction 
financing.  The  increased  share  of  the  market  obtained  by  conmercial 
banks  would  cane  primarily  from  the  market  shares  of  savings  assoc- 
iations and  rautiial  savings  banks;  life  insurance  companies  and 
mortgage  bankers  would  retain  relatively  stable  market  shares. 

Recent  abatement  in  the  rate  of  inflation,  a  current  slack- 
ening demand  for  loans,  and  an  election  year,  combine  to  suggest 
that  the  level  of  interest  rates  will  moderate  in  1982.  Ttie 
ability  to  reduce  and  to  keep  interest  rates  at  a  lower  level  would 
in  large  part  depend  upon  control  of  the  potentially  huge  federal 
deficit  and,  over  the  longer  run,  upon  a  reduction  of  inflationary 
expectations. 
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Even  with  a  scenario  of  lower  long-term  interest  rates  in 
the  13-14  percent  range,  the  aggregate  market  for  nonresidential 
financing  stould  increase  only  gradually.  Any  significant  in- 
crease in  demand  based  upon  economic  need  for  nonresidential 
property  must  wait  until  the  economic  slack  of  the  present  re- 
cession has  been  absorbed,  and  this  slack  is  Judged  to  be  the 
greatest  since  World  War  II.  Contributing  to  an  expected  slcw- 
ness  in  resurgence  of  noni-esidential  development  are  the  previously- 
mentioned  signals  that  the  latent  office  building  cycle  has  peaked, 
"nius,  a  fall  in  interest  rates  would  increase  the  magnitude  of 
nonresidential  financing,  but  the  upMiard  trend  should  be  rela- 
tively gradual  into  the  mid-1980s. 

Conmercial  banks  should  retain  the  shares  which  they  have 
been  recently  enjoying  in  this  increasing  market,  accounting 
for  around  40  percent  of  long-term  originations  and  between 
70  and  75  percent  of  construction  financing  (does  not  include 
portion  done  through  mortgage  bankers).  Any  slippage  in  the 
share  of  the  market  captured  by  conmercial  banks  will  go  to 
insurance  coipanies,  with  savings  associations  and  nutual  savings 
banks  having  relatively  stable  and  small  shares  of  the  market. 
Any  inprovement  in  savings  inflows  to  these  latter  institutions 
would  go  first  to  liquidity  needs  and  then  to  housing. 


502 


OUTLOOK  FOR  OCMIERCIAL  BANK  SERVICES 

The  recent  increase  in  the  share  of  nonresidential  loans  ob- 
tained by  conmercial  banks  in  a  declining  market  is  being  obtained 
to  a  large  extent  by  default.  Insurance  companies,  savings  assoc- 
iations and  mutual  savings  banks,  plagued  by  cash  flow  problems, 
have  been  less  able  to  lend  in  this  market.  Pension  funds  have 
been  seeking  equities  rather  than  loans,  and  their  eagerness  for 
real  estate  equities  has  been  tenpered  by  attractive  short-term 
yields.  Also  at  the  present,  developers  are  sensing  the  potential 
for  lower  interest  rates  and  more  favorable  terms.  Both  from 
necessity,  becavise  of  the  absence  of  traditional  long-term  lenders 
from  the  narket,  and  by  choice,  when  developers  are  waiting  for 
less  stringent  terms,  conmercial  banks  find  their  construction 
loans  being  extended  and  their  short-term  floating  rate  loans 
being  vised.  , 

In  an  inflationary  econcmy,  with  relatively  high-cost,  un- 
stable, interest-rate  sensitive  liabilities,  the  carmercial  bank 
is  an  effective  ccnpetitor  for  nonresidential  loans.  The  risks 
of  unanticipated  increases  in  interest  rates  and  loss  of  purchasing 
power  are  adequately  dealt  with  by  lending  relatively  short-term 
with  fees  and  floating  rates  that  provide  an  adequate  yield.  An 
interesting  question  exists  concerning  the  conmercial  bank's 
ability  to  carpete  for  nonresidential  loans  in  a  more  stable  economy, 
vibere   inflation  has  been  reduced,  the  yield  curve  has  normalized, 
and  interest  rates  are  less  volatile.  Is  the  conventional  long- 
term,  fixed  rate  mortgage  forever  dead  in  such  an  economy?     \ 
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Seme  observers  contend  that  the  above  conditions  wovild  lead  to  a 
return  to  previous  long-term  lending  arrangenents .  However,  the 
lessons  of  the  recent  past,  so  sorely  learned,  will  not  be  quickly 
forgotten  by  lenders.  A  more  reasonable  assunption  ^would  be  that 
lenders  will  continue  to  seek  protection  against  inflation  and 
interest  rate  risk  through  participations  and  floating  rates. 
Developers,  however,  would  be  expected  to  bargain  for  a  greater 
share  of  the  benefits  of  ownership . 

The  developer  in  a  more  stable  economy  is  likely  to  have  two 
basic  choices  in  financing  a  property.  One  choice  would  be  a  long- 
term,  fixed  rate  mortgage  with  some  participation  by  the  lender  in 
rents,  net  income  or  cash  flow.  The  degree  of  participation  and 
the  proportion  of  the  benefits  of  ownership  retained  by  a  borrower 
would  depend  upon  the  availability  of  funds  from  lenders  and  the 
need  for  funds  to  finance  nonresidential  real  estate.  As  discussed 
previously,  the  demand  for  nonresidential  financing  will  materialize 
slowly.  On  the  other  hand,  the  funds  available  to  meet  that  demand 
also  are  apt  to  increase  gradually.  Bonds,  in  this  market,  wovild 
be  attractive  alternative  investments  for  pension  funds  and  other 
lenders,  resulting  in  real  estate  again  being  a  second  choice  by 
many  institutions  for  acquisition  or  financing.  Other  lenders, 
such  as  savings  associaticms,  would  require  some  time  to  become 
significant  suppliers  of  funds  in  this  market,  and  the  Federal  Reserve 
can  be  expected  to  exercise  restraint  to  avoid  any  lingering  in- 
flationary tendencies.  The  ability  of  lenders  to  extract  parti- 
cipations and  ownership  benefits  from  developers  should  be  esqpected 
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to  persist  for  a  considerable  time,  only  disappearing  after  a  pro- 
longed period  of  economic  stability. 

The  developer's  second  alternative  is  apt  to  be  a  long-term 
loan  with  a  floating  rate.  Caimercial  banks  could  respond  to  the 
cocnpetition  by  increasing  the  effective  term  of  nonresidential 
loans.  However,  a  reluctance  to  abandon  the  floating  rate  would 
be  expected,  just  as  other  lenders  would  not  relinquish  partici- 
pations. The  banks  would  not  be  expected  to  offer  fixed  rate 
loans,  even  though  their  liabilities  may  have  lengthened  and  their 
cost  of  funds  had  becorae  more  stable,  unless  the  value  of  the  loan 
could  be  protected  through  participation  arrangements  or  by  hedging 
in  a  futures  market. 

The  developer,  then,  conceivably  may  be  choosing  between  a 
fixed-rate  loan  with  participation  by  the  lender  or  a  floating 
rate.  In  this  instance,  the  developer  may  well  prefer  the  fixed 
rate  loan  with  participation,  which  would  provide  a  more  direct 
relationship  between  debt  ser^rLce  and  the  property's  net  income 
or  ability  to  pjiy.  Without  expanded  lending  powers,  caimercial 
hqnkR  would  be  unable  to  respond  effectively  to  this  need.  In 
this  situation,  with  a  more  stable  econcray,  ccranercial  banks  may 
find  their  share  of  the  nonresidential  financing  market  declining. 
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INTRODUCTION  AND  SUMMARY 

Demographic  changes  over  the  next  decade  will  produce  a  rapid 
increase  in  the  number  of  family-type  households,  which  will  create  a 
heavy  demand  for  credit  to  purchase  new  and  existing  single  family 
hcanes.   This  expanded  demand  for  owner-occupied  housing  and  housing 
finance  will  collide  with  the  inability  of  thrift  institutions  to  pro- 
vide their  traditional  share  of  mortgage  credit  from  deposit  funds. 
The  resulting  mortgage  credit  gap  will  be  filled  primarily  by  second- 
ary market  sales  of  mortgages,  largely  in  the  form  of  guaranteed  mort- 
gage passthrough  securities,  to  institutional  investors  such  as  insur- 
ance companies  and  pension  funds  and  to  private  individual  investors. 

In  order  to  draw  forth  the  additional  funds  from  the  secondary 
market,  the  yield  on  mortgages  will  have  to  rise  relative  to  yields  on 
other  investments.   During  the  late  1960 's  and  throughout  the  1970 's, 
mortgage  rates  were  unnaturally  low  relative  to  bond  yields  as  a 
result  of  the  regulatory  treatment  of  depository  institutions  plus 
government  intervention  in  the  market.   In  the  1980 's  fixed  rate  mort- 
gages will  average  about  200  basis  points  above  corporate  bond  yields, 
with  the  spread  increasing  during  periods  of  interest  rate  uncer- 
tainty. 

For  commercial  banks,  the  increased  relative  yield  on  mortgages 
and  the  development  of  new  mortgage  instruments  which  provide  some 
protection  against  adverse  interest  rate  movements  will  make  mortgages 
more  attractive  investments.   As  a  result,  mortgages  should  account 
for  an  increased  share  in  bank  asset  portfolios. 
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The   reliance  on  the  secondary  mortgage  market  will   increase  the 
importance   of   the  mortgage   banking   function.      This   function  will   con- 
tinue to  be  performed  primarily  by  bank-affiliated  or   independent 
mortgage  banking  companies,    but   increasingly  other  mortgage  origina- 
tors,   especially  thrifts,   will  act  more  like  mortgage  bankers.      Com- 
mercial banks  will  also  find  the  origination  and  servicing  fees 
increasingly  important  sources  of  profit. 

The  housing  affordability  problems   posed  by   inflation  and  result- 
ing high  interest  rates  are  cash  flow  problems   and  are  directly  rela- 
ted to  the  nature  of   the  traditional  mortgage   instrument,    vrtiich  places 
unbearable  burdens  on  the  borrower  in  the  initial  yeeurs  of  ownership. 
Most  new  mortgage   instruments  do  not   address  the  borrower's   cash   flow 
problem  any  better.     The  market  response  has  been  to  bypass  institu- 
tional  lenders    and  turn  to  various  forms   of   seller  financing.      Ide- 
eaiy,   the  problem  will  be  eliminated  by  the  disappearance  of  infla- 
tion,  but   in  the  eQjsence  of    such  em.  ideal  world  it  would  behoove  the 
housing  finance  industry  to  find  other  ways  to  address  the  borrower's 
needs . 
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HOUSING  DEMAND 


Over  the  past  decade,  there  was  a  large  increase  in  the  number  of 
young,  nontraditional  households  among  home  buyers.   The  nvunber  of 
housing  units  owned  by  non-husband-wife  households  with  heads  under  35 
years  old  increased  from  550  thousand  in  1970  to  2.2  million  in  1979. 
This  was  the  result  of  three  factors : 

1.  An  increase  in  the  population  aged  20  to  35  resulting 
frcm  the  post  World  War  II  baby  boom. 

2.  An  increase  in  nontraditional  households  due  to  a 
breakdown  of  marriage  and  an  increased  tendency  for  single 
people  to  establish  their  own  households. 

3.  A  greater  propensity  toward  homeownership,  which  was 
true  of  all  types  of  households,  but  which  was  proportion- 
ately greater  among  young,  nonfamily  households. 

The  coming  decade  will  see  a  shift  in  the  age  structure  toward 
older  age  groups.   The  rapid  increase  in  the  divorce  rate  and  the 
growth  of  nonfamily  households  will  slow,  while  the  growth  in  family 
households  will  accelerate.  The  headlong  rush  toward  homeownership 
as  an  inflation  hedge  based  on  underpriced  mortgage  credit  will 
slow,  but  the  demographic  changes  will  fuel  a  continued  demand  for 
single  family  owner-occupied  housing.   The  net  result  will  be  a 
shift  in  the  types  of  households  demanding  housing  and  in  types  of 
housing  they  will  demand. 
Population  and  Households 

The  most  positive  factor  in  housing  demand  over  the  next  few 
years  is  the  maturation  of  the  baby  boom  generation.   The  number  of 
births  reached  a  peak  of  4.3  million  in  1957.   Beginning  in  1963  it 
dropped  precipitously.   The  babies  bom  in  the  peak  year  of  1957  are 
now  25  years  old,  and  they  have  thus  reached  the  age  where  they  will 
begin  to  seriously  consider  buying  homes. 


510 


FIGURE  2 

BIRTHS  -  1909  TO  PRESENT 
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Figure  3 
POPULATION  BT  AGE 
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Figure  3  shows  the  age  structure  of  the  adult  popxilation.   The 
changes  in  the  relative  size  of  the  various  age  groups  are  caused 
primarily  by  historical  fluctuations  in  births.   The  number  of  peo- 
ple aged  15  to  24  has  already  begun  to  decline.   The  25  to  34  year 
old  group  will  continue  to  increase  until  late  in  this  decade,  but 
the  rate  of  increase  is  declining.   The  most  rapid  growth  is  occur- 
ring among  the  35  to  64  year  old  group — particularly  the  35  to  44 
year  olds. 

While  the  growth  in  the  adult  population  sets  the  stage  for 
growth  in  housing  demand,  the  actual  number  of  housing  units 
denanded  depends  on  the  way  in  which  the  population  groops  itself 
into  households.   If  everyone  lived  alone,  we  would  require  eOiout 
230  million  housing  units,  rather  than  the  82  million  currently 
occupied. 

A  household  is  defined  as  a  person  or  group  of  people  who 
occupy  a  housing  unit.   Over  the  decade  of  the  1970' s,  the  average 
household  size  fell  frcan  3.2  to  2.8  people,  with  a  consequent 
increase  in  the  number  of  occupied  housing  units  relative  to  the 
population.   While  part  of  the  decline  in  average  household  size  was 
due  to  decreases  in  the  number  of  children,  much  of  it  also  came 
from  an  increased  tendency  for  adults — particularly  young  adults — to 
live  alone. 

We  can  measure  the  propensity  to  form  households  by  the  head- 
ship rate — the  number  of  household  heads  relative  to  the  total  popu- 
lation in  a  particularly  category.   Table  1  shows  the  proportion  of 
the  population  in  each  age  bracket  who  were  heads  of  households  in 
1970  and  1980.   The  total  headship  rate  is  divided  into  heads  of 
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family  households  and  heads  of  nonfamily  households.   A  family 
household  is  a  group  where  the  head  of  the  household  is  related  to 
at  le5ist  one  other  member  of  the  household.   Most  family  households 
are  traditional  husband-wife  households,  although  they  may  also  con- 
sist of  single  parents  or  other  relatives.  Nonfamily  households 
consist  primarily  of  people  living  alone,  although  the  category 
also  includes  roommates  and  unmarried  couples.   Since  1970  the  pro- 
portion of  the  population  in  each  age  group  who  were  heads  of  family 
households  has  been  stagnant  or  declining,  while  the  proportion  who 
were  heads  of  nonfamily  households  has  grown  dramatically. 


Table  1 
HEADSHIP  RATES  BY  AGE 


FAMILY 

— NONFAMILY — 

TOTAL 

1970 

1980 

1970 

1980 

1970 

1980 

15-24 

9.9% 

9.0% 

2.5% 

6.5% 

12.4% 

15.4% 

25-34 

42.6 

38.6 

4.5 

11.7 

47.1 

50.2 

35-44 

47.6 

47.8 

3.7 

6.9 

51.3 

54.7 

45-54 

47.1 

47.0 

6.2 

8.2 

53.2 

55.2 

55-64 

45.1 

44.0 

13.2 

13.8 

58.3 

57.8 

65&OVER 

35.6 

35.3 

26.2 

29.6 

61.7 

64.9 

There  is  a  popular  misconception  that  the  growth  in  the  number 
of  yOung  nonfamily  households  has  resulted  in  large  measure  from 
children  leaving  their  parents'  homes  and  moving  into  apartments  at 
an  earlier  age.   As  Table  2  shows,  this  has  not  been  the  case.   The 
proportion  of  young  adults  living  with  their  parents  has  actually 
increased  over  the  past  decade.   Moreover,  the  headship  increases 
have  not  resulted  from  fewer  young  people  living  with  roommates 
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either.      The  proportion  of   young  people   living  in  a  household  headed 
by  a   non-relative  has   also  increased   (partly  due   to  the   rise   in 
unmarried  couples).      The   growth   in  the  number  of   young  nonfamily 
households   is   entirely  attributable   to  the   incredible   increase   in 
the  divorce  rate  and  to  the  postponement  of  marriage. 


Figure  4 
DIVORCE  RATES 
UNITED  STATES 

1920-1980 


Because  total  headship  rates  are  higher  for  the  older  age 
groups,  the  aging  of  the  baby  boom  generation  would  produce  more 
households  even  if  there  were  no  further  increases  in  headship 
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rates.   Moreover,  the  shift  in  the  age  distribution  will  produce 
more  family  households,  since  such  households  predominate  among  35 
to  64  year  olds.   During  the  1970 's,  the  increase  in  the  number  of 
nonfamily  households  exceeded  the  increase  in  family  households, 
although  family  households  still  accounted  for  74%  of  the  total  at 
the  end  of  the  decade.   In  the  1980 's,  family  households  should 
account  for  most  of  the  increase,  even  if  the  social  trends  of  the 
past  decade  continue. 

It  is  hazardous  to  predict  the  future  course  of  divorce  rates 
or  marriage  rates.   Although  the  changes  observed  in  the  1970's  are 
unlikely  to  be  reversed,  it  is  also  unlikely  that  the  movement  away 
from  marriage  will  be  as  severe  in  the  coming  years.   The  divorce 
rate  has  increased  much  less  rapidly  in  recent  years  following  the 
sharp  increases  in  the  late  1960's  and  early  1970' s. 

Economic  factors  influence  headship  rates,  both  directly  by 
affecting  the  ability  of  people  to  afford  separate  housing  units  and 
indirectly  by  affecting  marriage,  divorce,  and  child-bearing  pat- 
terns.  The  principal  economic  factors  affecting  headship  rates  are 
real  disposable  income,  employment  opportunities  (measured  by  the 
unemployment  rate),  and  the  cost  of  housing.   The  number  of  nonfa- 
mily households  is  more  sensitive  to  these  factors  than  the  number 
of  family  households.   Table  3  shows  our  forecasts  of  the  number  of 
households  under  each  economic  scenario. 
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Table  4a 

HOUSING  AND  TENURE  TYPE 

BY  HOUSEHOLD  TYPE  AND  AGE  OF  HEAD 

MILLIONS  OF  HOUSEHOLDS  -  1979 


-SINGLE    FAMILY- 

— MULTIFAMILY — 



-MOBILE- 



TOTAL 

OWN 

RENT 

TOTAL 

CWN 

RENT 

TOTAL 

OWN 

RENT 

TOTAL 

HUSBAND- WIFE 

HOUSEHOLDS 

UNDER   25 

0.8 

0.6 

1.4 

0.0 

1.0 

1.0 

0.3 

0.1 

0.4 

2.8 

25-34 

6.8 

1.6 

8.4 

0.3 

1.9 

2.2 

0.5 

0.1 

0.6 

11.3 

35-44 

7.8 

0.9 

8.6 

0.2 

0.8 

1.0 

0.2 

0.0 

0.3 

9.9 

45-54 

7.3 

0.6 

7.9 

0.3 

0.5 

0.8 

0.2 

0.0 

0.2 

8.9 

55-64 

6.4 

0.4 

6.8 

0.3 

0.5 

0.8 

0.3 

0.0 

0.3 

7.9 

65   &   OVER 

5.2 

0.3 

5.5 

0.4 

0.7 

1.2 

0.3 

0.0 

0.4 

7.  1 

ALL  AGES      34.2 


4.4      38.6 


1.5 


5.5 


7.0 


0.3 


2.2 


47.8 


OTHER  MALE   HEAD   -    2+    PERSONS: 


UNDER 

25 

0.1 

0.2 

0.3 

0.0 

0.5 

0.5 

0.0 

0.0 

0.1 

0.8 

25-34 

0.3 

0.2 

0.5 

0.0 

0.5_ 

0.5 

0.0 

0.0 

0.1 

1.1 

35-44 

0.3 

0.  1 

0.3 

0.0 

0.  r 

0.2 

0.0 

0.0 

0.0 

0.5 

45-54 

0.3 

0.0 

0.3 

0.0 

0.1 

0.1 

0.0 

0.0 

0.0 

0.4 

55-64 

0.2 

0.0 

0.3 

0.0 

0.1 

0.  1 

0.0 

0.0 

0.0 

0.3 

65   &   OVER 

0.3 

0.0 

0.3 

0.0 

0.1 

0.  1 

0.0 

0.0 

0.0 

0.4 

ALL 

AGES 

1.4 

0.6 

2.0 

0.2 

1.3 

1.5 

0.1 

0.1 

0.2 

3.6 

FEMALE   HEAD 

-   2+ 

PERSONS 

. 

UNDER 

25 

0.1 

0.2 

0.3 

0.0 

0.8 

0.8 

0.0 

0.0 

0.1 

1.2 

25-34 

0.6 

0.5 

1.1 

0.0 

1.2 

1.3 

0.1 

0.0 

0.1 

2.5 

35-44 

0.8 

0.4 

1.2 

0.1 

0.7 

0.7 

0.1 

0.0 

0.1 

2.0 

45-54 

0.8 

0.2 

1.0 

0.0 

0.4 

0.4 

0.0 

0.0 

0.0 

1.4 

55-64 

0.7 

0.2 

0.9 

0.  1 

0.2 

0.3 

0.0 

0.0 

0.0 

1.2 

65   &   OVER 

0.9 

0.2 

1.1 

0.1 

0.2 

0.3 

0.0 

0.0 

0.0 

1.4 

ALL 

AGES 

3.9 

1.7 

5.6 

0.3 

3.5 

3.8 

0.2 

0.1 

0.4 

9.7 

MALE  LIVING  ALONE: 


UNDER   25 

0.1 

0.1 

0.2 

0.0 

0.6 

0.6 

0.0 

0.0 

0.1 

0.8 

25-34 

0.4 

0.2 

0.7 

0.  1 

1.0 

1.0 

0.1 

0.0 

0.1 

1.8 

35-44 

0.2 

0.1 

0.3 

0.0 

0.4 

0.5 

0.0 

0.0 

0.0 

0.8 

45-54 

0.2 

0.1 

0.3 

0.1 

0.4 

0.4 

0.0 

0.0 

0.1 

0.8 

55-64 

0.3 

0.1 

0.4 

0.0 

0.3 

0.4 

0.0 

0.0 

0.  1 

0.9 

65   &   OVER 

0.7 

0.2 

0.8 

0.1 

0.5 

0.6 

0.1 

0.0 

0.1 

1.5 

ALL  AGES 

1.9 

0.8 

2.7 

0.3 

3.1 

3.5 

0.3 

0.1 

0.4 

6.6 

FEMALE   LIVING   ALONE: 

UNDER  25 

0.0 

0.1 

0.  1 

0.0 

0.6 

0.6 

0.0 

0.0 

0.0 

0.8 

25-34 

0.2 

0.1 

0.3 

0.0 

0.9 

1.0 

0.0 

0.0 

0.0 

1.3 

35-44 

0.  1 

0.0 

0.2 

0.0 

0.3 

0.3 

0.0 

0.0 

0.0 

0.5 

45-54 

0.3 

0.1 

0.4 

0.  1 

0.4 

0.5 

0.0 

0.0 

0.1 

0.9 

5  5-64 

0.9 

0.2 

1.1 

0.1 

0.7 

0.8 

0.  1 

0.0 

0.1 

2.0 

65   &   OVER 

2.8 

0.5 

3.3 

0.4 

1.8 

2.3 

0.3 

0.0 

0.3 

5.8 

ALL  AGES 

4.4 

0.9 

5.3 

0.7 

4:7 

5.4 

0.5 

0.  1 

0.5 

11.2 

ALL   TYPES 

45.7 

8.4 

54.1 

3.0 

18.1 

21.2 

3.0 

0.7 

3.6 

79.0 

NOTE:    Other  male  head   includes   all    family  and  nonfamily   households   of   2 
or  more  persons  headed  by  a  male   except  husband-wife  households. 
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Table  4b 

HOUSING   AND 

TENURE   TYPE 

BY 

HOUSEHOLD   TYPE    AND 

AGE   OF 

HEAD 

1979 

-SINGLE    FAMILY- 

— MULTIFAMILY — 



-MOBILE- 



TOTAL 

OWN 

RENT   TOTAL 

OWN 

RENT 

TOTAL 

OWN 

RENT   TOTAL 

HUSBAND-WIFE    HOUSEHOLDS: 

UNDER   25 

27% 

2  3% 

50% 

1% 

35% 

36% 

9% 

4% 

14% 

100% 

25-34 

60 

14 

75 

2 

17 

20 

5 

1 

6 

100 

35-44 

78 

9 

87 

2 

8 

10 

3 

0 

3 

100 

45-54 

82 

6 

88 

3 

6 

9 

3 

0 

3 

100 

55-64 

81 

5 

86 

4 

7 

10 

3 

0 

3 

100 

65    &   OVER 

73 

5 

78 

6 

11 

17 

5 

0 

5 

100 

ALL  AGES 

71% 

9% 

81% 

3% 

1  1% 

15% 

4% 

1% 

5% 

100% 

OTHER  MALE   HEAD   - 

2+   PERSONS: 

UNDER  25 

9% 

23% 

32% 

1% 

59% 

6  0% 

3% 

5% 

8% 

100% 

2  5-34 

26 

18 

44 

4 

45 

49 

4 

2 

7 

100 

35-44 

49 

13 

62 

6 

26 

32 

3 

2 

6 

100 

45-54 

58 

11 

68 

9 

21 

29 

2 

0 

3 

100 

55-64 

61 

12 

72 

6 

18 

24 

3 

1 

4 

100 

65    &   OVER 

71 

10 

81 

5 

13 

18 

1 

0 

1 

100 

ALL  AGES 

38% 

16% 

54% 

4% 

36% 

41% 

3% 

2% 

5% 

100% 

FEMALE  HEAD 

-  2+  : 

PERSONS 

UNDER   25 

6% 

21% 

27% 

1% 

67% 

68% 

2% 

3% 

5% 

100% 

25-34 

23 

22 

45 

2 

49 

50 

3 

2 

5 

100 

35-44 

41 

18 

59 

3 

34 

37 

3 

1 

4 

100 

45-54 

52 

15 

68 

3 

26 

30 

2 

0 

3 

100 

55-64 

61 

14 

74 

6 

17 

23 

3 

0 

3 

100 

65   &   OVER 

65 

11 

76 

6 

16 

22 

2 

0 

2 

100 

ALL  AGES 

40% 

17% 

57% 

3% 

36% 

39% 

3% 

1% 

4% 

100% 

MALE  LIVING 

ALONE 

UNDER  25 

7% 

16% 

23% 

1% 

69% 

69% 

6% 

2% 

8% 

100% 

25-34 

24 

12 

37 

5 

54 

58 

3 

2 

5 

100 

35-44 

25 

11 

36 

5 

53 

58 

4 

2 

6 

100 

45-54 

26 

13 

39 

7 

46 

54 

6 

2 

8 

100 

55-64 

39 

11 

50 

5 

37 

42 

6 

2 

7 

100 

65   &   OVER 

43 

12 

55 

6 

33 

39 

5 

1 

6 

100 

ALL  AGES 

29% 

12% 

41% 

5% 

48% 

52% 

5% 

2% 

6% 

100% 

FEMALE  LIVING  ALONE: 

UNDER  25 

3% 

10% 

13% 

0% 

83% 

83% 

1% 

3% 

4% 

100% 

25-34 

13 

9 

22 

4 

72 

76 

1 

1 

2 

100 

35-44 

23 

9 

32 

9 

53 

62 

4 

2 

6 

100 

45-54 

35 

8 

43 

8 

43 

51 

6 

0 

6 

100 

55-64 

48 

8 

55 

6 

34 

40 

5 

1 

5 

100 

65   &   OVER 

48 

8 

56 

7 

32 

39 

5 

1 

5 

100 

ALL  AGES 

39% 

8% 

47% 

6% 

42% 

48% 

4% 

1% 

5% 

100% 
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Housing  Choice 

The  type  of  housing  occupied  by  a  household  is  largely  deter- 
mined by  its  demographic  character  as  well  as  its  income,  mobility, 
and  longevity  (which  are  closely  related).   Tables  4a  and  4b  shows 
the  distribution  among  structure  types  (single  family,  multifamily, 
mobile)  and  tenure  types  (owner,  renter)  for  households  in  1979. 
Among  traditional  husband-wife  households ,  particularly  those  headed 
by  someone  35  to  64  years  old,  single  family  owner-occupied  housing 
is  the  overwhelming  choice.   Rental  multi-family  housing  is  favored 
more  by  people  living  alone,  especially  the  young.   Mobile  homes  are 
favored  most  by  young  family  households* 

About  66%  of  households  own  their  homes,  up  from  about  63%  in 
1970.   The  modest  increase  in  this  percentage  is  the  resvilt  of  two 
dramatic  but  conflicting  changes.   As  was  noted  above,  there  has 
been  a  dramatic  increase  in  the  number  of  young,  non-family  house- 
holds.  Normally  this  would  have  produced  a  decline  in  the  homeown- 
ership  percentage,  since  those  households  are  typically  renters. 
However,  during  the  scune  period  there  was  a  shcurp  increase  in  the 
propensity  toward  homeownership  by  all  household  types  (see  table 
5 ) .   Among  husband-wife  households ,  the  hcmeownership  percentage 
increased  from  71%  to  79%.   For  husband-wife  households  with  heads 
under  35,  the  increases  were  even  greater.   For  people  25  to  34 
years  old  living  alone,  the  ownership  percentage  increased  from  16% 
to  26%  just  in  the  three  years  frcra  1976  to  1979. 
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Table  5 
Owner  Occupants  as  a  Percentage  of  Total  Households 


1970 


1974 


1975 


1976 


1977 


1978 


1979 


All  Households 


62.9   64.6    64.7    64.8    64.8    65.2    65.5 


Husband-Wife 

70.7 

74.8 

75.4 

76.1 

77.1 

78.1 

78.5 

Under  25 

26.0 

32.5 

31.3 

32.4 

35.3 

37.0 

37.5 

25  to  34 

56.8 

63.4 

63.5 

65.0 

65.7 

67.3 

67.2 

35  to  44 

76.7 

80.4 

81.0 

81.1 

82.  1 

82.7 

83.0 

45  to  54 

|80.8 

85.2 

86.3 

86.5 

86.9 

87.3 

87.3 

55   to   64 

84.6 

85.3 

86.1 

86.5 

87.6 

88.1 

65  and   over 

78.4 

81.7 

82.6 

82.9 

83.  1 

84.0 

84.5 

Other  Male,    2+  pers 

55.8 

48.7 

49.3 

48.0 

47.7 

48.4 

48.1 

Under  25 

[27.6 

12.2 

11.4 

11.5 

10.7 

13.3 

13.8 

25  to  34 

26.0 

32.3 

31.4 

33.3 

33.3 

36.0 

35   to  44 

59.3 

60.5 

59.9 

54.8 

61.0 

60.9 

45   to   54 

65.3 

70.2 

66.3 

63.6 

67.9 

68.2 

69.9 

55   to  64 

69,7 

71.2 

69.6 

72.6 

74.7 

72.5 

65  and  over 

72.2 

74.0 

76.3 

80.2 

79.7 

80.2 

78.4 

Female  Head,    2+  pers 

48.0 

46.7 

46.5 

46.0 

46.0 

45.8 

45.6 

Under  25 
25  to  34 

20.6 

7.2 

4.7 

6.0 

6.9 

8.9 

8.7 

24.6 

25.8 

25.8 

26.0 

29.1 

27.7 

35  to  44 

45.7 

45.0 

45.5 

46.9 

46.1 

47.1 

AS   to  54 

53.7 

59.5 

59.6 

60.9 

59.7 

58.6 

57.8 

55  to  64 

67.8 

71.5 

69.2 

72.2 

69.8 

68.9 

65  and  over 

69.7 

70.9 

71.1 

70.8 

70.6 

70.9 

72.4 

Living  Alone 

42.7 

42.8 

42.5 

42.2 

42.2 

44.2 

45.2 

Under  25 
25  to  34 

11.8 

7.0 

6.5 

7.7 

7.6 

9.9 

9.1 

16.5 

16.4 

15.8 

19.2 

23.3 

26.2 

35   to  44 

28.8 

28.3 

28.4 

27.0 

34.5 

35.0 

45   to   54 

41.6 

39.0 

39.0 

3S.5 

41.4 

42.0 

44.3 

55   to   64 

54.5 

53.9 

53.5 

52.3 

54.0 

55.7 

65  and  over 

54.1 

56.4 

56.2 

56.6 

57.  1 

58.4 

58.8 
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The  dramatic  increase  in  the  propensity  toward  homeownership 
among  all  types  of  households  was  due  in  large  measure  to  antici- 
pated capital  gains  juxtaposed  against  cheap  mortgage  finance. 
Homeownership  was  perceived,  correctly,  as  an  excellent  inflation 
hedge.   With  mortgage  finance  not  so  underpriced,  and  with  capital 
gains  apparently  not  so  inevitable,  it  is  unlikely  that  the  sTiift 
toward  homeownership  will  continue.   For  many  types  of  households, 
particularly  those  types  which  historically  have  not  been  homeown- 
ers, it  may  even  be  partly  reversed.   Since  the  population  age  dis- 
tribution is  now  shifting  toward  the  middle-aged  groups  who  are  most 
inclined  toward  homeownership,  the  aggregate  percentage  of  homes 
which  are  owner-occupied  should  continue  to  increase. 
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Affordabllity 

Over  the  past  decade,  house  prices  and  average  monthly  mortgage 
payments  on  newly  pxir chased  houses  rose  faster  than  incomes  (see 
table   6).   Yet,  as  discussed  above,  there  was  a  shift  toward  hone- 
ownership  over  the  same  period  and  there  was  an  increase  in  the  size 
and  an  improvement  in  the  quality  of  new  homes  built* 


Table 

6 

HOUSING  COST 

VS.  INCOME 

MEDIAN 

MORTGAGE 

MORTGAGE. 

MEDIAN 

PRICE 

PAYMENT 

EXISTING 

RATE 

PAYMENT 

FAMILY 

/INCOME 

/INCOME 

HOME 

INCOME 

1960 

$15,950 

6.26% 

$   884 

$5,620 

2.84 

0.16 

1965 

18,500 

5.81% 

978 

6,957 

2.66 

0.14 

1970 

23,000 

8.45% 

1,584 

9,867 

2.33 

0.16 

1971 

24,800 

7.74% 

1,598 

10,285 

2.41 

0.16 

1972 

26,700 

7.60% 

1,697 

11,116 

2.40 

0.15 

1973 

28,900 

7.95% 

1,900 

12,051 

2.40 

0.16 

1974 

32,000 

8.92% 

2,301 

12,902 

2.48 

0.18 

1975 

35,300 

9.01% 

2,559 

13,719 

2.57 

0.19 

1976 

38,100 

8.99% 

2,757 

14,958 

2.55 

0.18 

1977 

42,900 

9.01% 

3,109 

16,009 

2.68 

0.19 

1978 

48,700 

9.54% 

3,698 

17,640 

2.76 

0.21 

1979 

55,700 

10.77% 

4,687 

19,661 

2.83 

0.24 

1980 

62,200 

12.66% 

6,044 

21,023 

2.96 

0.29 

1981 

66,400 

14.70% 

7,413 

23,000 

2.89 

0.32 

Mortgage  payment  based  on  30  year  mortgage  with  25%  down  payment 

Data  sources:  Income  -  Census  Bureau  (Current  Population  Survey) 
Mortgage  Rate  -  Federal  Home  Loan  Bank  Board 
House  Price  -  National  Assn.  of  Realtors 


This  seemingly  anomalous  experience  reflects  the  fact  that  thte 
homebuyer  was  looking  beyond  the  initial  price  and  monthly  cash  out- 
lay and  was  taking  account  of  income  tax   savings  and  future  capital 
gains.   Table  7  shows  the  total  net  cost  of  home owners hip,  with  the 
assun^tion  that  home  buyers  expected  house  prices  to  increase  at  the 
rate  experienced  in  the  preceding  three  years. 
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The  ratios  of  house  price  to  income  and  monthly  payment  to 
income  are  not  irrelevant.   They  are  measxires  of  the  cash  flow 
constraints.   The  current  problem  of  housing  affordability  is  prima- 
rily a  problem  of  cash  flow  rather  than  overall  cost,  related  to  the 
effects  of  chronic  inflation  on  interest  rates. 

To  see  the  impact  of  inflation  on  mortgage  payments,  consider  a 

situation  where  all  wages,  prices,  and  nonlinal  interest  rates  fully 

reflect  the  inflation  rate  and  where  the  following  conditions  exist 

at  the  start: 

Household  Income   =  $20,000 
House  Price        =  $50,000 
Down  Payment       »  $10,000 
Real  Interest  Rate  =  3  1/2% 
Real  Income  Growth  *   2% 

Table  8a  shows  the  mortgage  payment  at  different  points  over  the 
life  of  the  mortgage  loan  under  an  assumption  of  no  inflation.   Ini- 
tially, mortgage  payments  absorb  10.9%  of  the  household's  gross 
inccme.   Because  of  the  assvimed  increase  in  real  income,  the  fixed 
mortgage  payment  beccmes  gradually  less  of  a  burden  over  time,  and  in 
the  25th  year  represents  6.8%  of  the  household's  income. 

Table  8a 

MORTGAGE  PAYMENTS  WITH 

INFLATION  RATE  =0% 


YEAR 

ANNUAL 

INCOME 

PAYMENT 

MARKET 

LOAN 

EQUITY 

MORTGAGE 

/INCX)ME 

VALUE  OF 

PRINCIPAL 

PAYMENT 

HOUSE 

1 

2,175 

20,000 

10.9% 

.  50,000 

39,225 

10,775 

2 

2,175 

20,400 

10.7% 

50,000 

38,423 

11,577 

3 

2,175 

20,808 

10.5% 

50,000 

37,593 

12,407 

4 

2,175 

21,224 

10.2% 

50,000 

36,734 

13,266 

5 

2,175 

21,649 

10.0% 

50,000 

35,845 

14,155 

10 

2,175 

23,902 

9.1% 

50,000 

30,910 

19,090 

15 

2,175 

26,389 

8.2% 

50,000 

25,049 

24,951 

20 

2,175 

29,136 

7.5% 

50,000 

18,087 

31,913 

25 

2,175 

32,168 

6.8% 

50,000 

9,820 

40,180 

30 

2,175 

35,516 

6.  1% 

50,000 

0 

50,000 
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Now  consider  a  world  with  a  12%  inflation  rate.   The  ncminal 
interest  rate  becomes  15  1/2%,  requiring  an  annual  mortgage  payment  of 
$6,283,  representing  31.4%  of  income  in  the  first  year.   With  income 
increasing  at  14%  per  year  (2%  real  growth  plus  the  inflation  rate), 
the  fixed  mortgage  payment  represents  only  9.7%  of  income  in  ten  years 
and  on  2.6%  in  twenty. 


Table 

8b 

MORTGAGE  PAYMENTS  WITH 

INFLATION  RATE  =  12% 

YEAR 

ANNUAL 

INCOME 

PAYMENT 

MARKET 

LOAN 

EQUITY 

MORTGAGE 

/INCOME 

VALUE  OF 

PRINCIPAL 

PAYMENT 

HOUSE 

1 

6,283 

20,000 

31.4% 

50,000 

39,917 

10,083 

2 

6,283 

22,800 

27.6% 

56,000 

39,820 

16,180 

3 

6,283 

25,992 

24.2% 

62,720 

39,709 

23,011 

4. 

6,283 

29,631 

21.2% 

70,246 

39,581 

30,666 

5 

6,283 

33,779 

18.6% 

78,676 

39,433 

39,243 

10 

6,283 

65,039 

9.7% 

138,653 

38,266 

100,387 

15 

6,283 

125,226 

5.0% 

244,355 

35,870 

208,485 

20 

6,283 

241,110 

2.6% 

430,636 

30,943 

399,693 

25 

6,283 

464,236 

1.4% 

758,927 

20,816 

738,111 

30 

6,283 

893,845 

0.7% 

1,337,490 

0  1 

,337,490 

Table  8c  shows  an  intermediate  case  with  6%  inflation: 


Table 

8c 

MORTGAGE  PAYMENTS  WITH 

INFLATION 

RATE  =  6% 

YEAR 

ANNUAL 

INCOME 

PAYMENT 

MARKET 

LOAN 

EQUITY 

MORTTGAGE 

/INCOME 

VALUE  OF 

PRINCIPAL 

PAYMENT 

HOUSE 

1 

4,067 

20,000 

20.3% 

50,000 

39,733 

10,267 

2 

4,067 

21,600 

18.8% 

53,000 

39,440 

13,560 

3 

4,067 

23,328' 

17.4% 

56,180 

39,120 

17,060 

4 

4,067 

25,194 

16.1% 

59,551 

38,769 

20,782 

5 

4,067 

27,210 

14.9% 

63,124 

38,3S5 

24,739 

10 

4,067 

39,980 

10.2% 

84,473 

35,842 

48,632 

15 

4,067 

58,743 

6.9% 

113,044 

31,839 

81,205 

20 

4,067 

86,312 

4.7% 

151,278 

25,537 

125,741 

25 

4,067 

126,820 

3.2% 

202,443 

15,617 

186,826 

30 

4,067 

186,339 

2.2% 

270,914 

0 

270,914 
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Relative  to  income  and  relative  to  purchasing  power,  the  tradi- 
tional mortgage  instrument  in  an  inflationary  environment  requires  the 
borrower  to  make  larger  payments  at  the  start  and  smaller  payments  in 
the  later  years.   What  is  required  in  order  to  take  account  of  chronic 
Inflation  is  a  mortgage  instrument  which  calls  for  smaller  nominal 
monthly  payments  at  the  start. 

While  lenders  have  produced  a  plethora  of  new  mortgage  instru- 
ments in  the  past  two  years,  im  most  cases  these  new  instruments  have 
addressed  the  problems  of  lenders  but  not  the  problems  of  borrowers. 

Adjustable  rate  mortgages  do  not  address  the  borrower's  cash  flow 
problem.   If  rates  are  high  but  constant,  as  in  the  example  above,  an 
adjustable  rate  mortgage  effectively  becones  a  fixed  rate  mortgage. 
It  is  only  in  the  very  limited  sense  that  ARM's  tend  to  carry  slightly 
lower  rates  that  they  represent  greater  af fordability. 

Short-term  interest-only  mortgages  do  not  produce  a  substantial 
reduction  in  payments,  because  at  high  rates  very  little  amortization 
takes  place  in  the  initial  years. 

There  are  several  mortgage  instrximents  which  do  address  the  cash 
flow  af fordability  problem.   One  major  category  is  the  Graduated  Pay- 
ment Mortgage,  which  provides  for  payments  which  are  lower  at  first 
and  which  increase  gradually  under  a  predetermined  schedule.  Gener- 
ally, this  involves  some  negative  amortization  in  the  initial  years. 
A  second  category  is  the  Shared  Appreciation  Mortgage,  by  which  the 
borrower  sacrifices  a  share  of  the  capital  gains  in  return  for  a  lower 
payment.   A  third  type,  the  Equity  Adjusted  Mortgage,  reduces  the  pay- 
ments by  increasing  the  loan  as  the  value  of  the  house  increases — a 
sort  of  automatic  second  mortgage  to  pay  the  first  mortgage. 
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Although  the  FHA  section  245  graduated  payment  program  has  been 
relatively  successful — accounting  for  about  a  third  of  FHA  loans  on  1 
to  4  family  homes — lenders  have  generally  not  responded  to  the  home 
buyer's  cash  flow  problems  by  offering  these  alternative  mortgage 
instruments.   The  problem  has  been  addressed  instead  by  a  variety  of 
ad  hoc  arrangements  involving  participation  by  builders  and  sellers  of 
existing  homes.   These  ad  hoc  arrangements,  which  have  come  to  be 
known  as  "creative  financing"  include  buy-downs,  loan  assimiptions,  and 
seller  financing.   The  current  widespread  use  of  creative  financing  is 
discussed  below. 

The  reluctance  of  lenders  to  offer  instruments  such  as  graduated 
payment  mortgage  is  often  justified  in  terms  of  greater  risk  associ- 
ated with  instruments  with  negative  amortization.   The  risk  of  default 
consists  in  part  of  the  possibility  of  nonpayment  and  in  part  of  the 
uncertainty  that  the  securing  property  is  sufficient  collateral  from 
which  to  obtain  restitution.   A  graduated  payment  loan  may  increase 
the  uncertainty  about  whether  the  collateral  is  sufficient,  but  it 
will  generally  decrease  the  likelihood  of  default,  at  least  compared 
to  alternatives  such  as  loosening  standards  for  maximum  payment  to 
income  ratios,  entering  into  buy-down  arrangements  providing  for 
abrupt  payment  increases  eifter  a  few  years,  or  making  ballooon  payment 
short  term  loans. 
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Mobility 

Americans  have  tended  to  be  a  restless  lot.   Nearly  half  of  the 
population  in  1980  lived  in  a  different  house  than  in  1975.   Most  of 
those  who  moved  during  that  period  remained  in  the  same  county,  but 
about  20%  of  movers  moved  from  another  state  or  from  abroad.  y   While 
movement  among  homeowners  was  much  less  frequent  than  among  renters 
(only  11%  of  homeowners  moved  in  1978  vs  37%  of  renters  2/),  the  hous- 
ing turnover  resulting  from  this  frequent  movement  is  a  major  contrib- 
ution to  mortgage  credit  demand. 

The  most  mobile  age  group  consists  of  people  25  to  30  years  old. 
Once  past  30,  people  are  increasingly  likely  to  stay  put.   The  percent 
of  people  in  1980  who  lived  in  a  different  house  than  in  1975  was  as 
follows: 


Table  9 
People  Living  in  Different  House  in  1980  than  in  1975 


Aae 
5  to  9 

All  Movers 
61.1% 

Interstate 
11.4% 

10  to  14 

45.7 

8.5 

15  to  19 

39.5 

7.1 

20  to  24 

67.9 

12.9 

25  to  29 

80.8 

16.8 

30  to  34 

67.5 

13.8 

35  to  44 

46.9 

9.2 

45  to  54 

30.4 

5.8 

55  to  64 

25.1 

4.6 

65  &  Over 

21.2 

4.2 

1/  U.S.  Bureau  of  the  Census,  Current  Population  Reports,  Series  P20, 
No.  368,  Geographical  Mobility  March  1975  to  March  1980  (U.S.  GPO, 
Washington,  D.C.  1981) 

2/  U.S.  Bureau  of  the  Census,  Current  Housing  Reports,  Series 
H-1 50-78,  Housing  Characteristics  of  Recent  Movers  for  the  United 
States  and  Regions:  1978,  Annual  Housing  Survey,  Part  D  (USGPO,  Wash- 
ington, 1980). 
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People  with  more  education  are  likely  to  move  more  often  amd  fur- 
ther than  those  with  less  education.   The  relationship  to  income  is 
less  clear.  - 

The  population  age  structure  implies  continued  high  mobility  over 
the  remainder  of  the  decade.   On  the  other  hand,  high  mortgage  rates 
discourage  mobility,  particularly  among  homeowners  with  non-assumable 
low  rate  mortgages.   On  balance,  we  expect  the  turnover  of  the  owner- 
occupied  housing  stock  to  rise  for  most  of  the  decade  but  to  remain 
below  the  feverish  rate  of  1978.   However,  because  the  size  of  the 
housing  stock  will  be  greater,  the  number  of  existing  home  sales 
(which  equals  ttirnover  rate  times  stock)  will  exceed  the  1978  record 
In  the  latter  part  of  the  1980 's. 

Interstate  Migration 

Net  migration  is  by  far  the  most  Important  factor  producing  dif- 
ferences in  relative  housing  construction  activity  among  states. 

The  dominant  net  migration  flows  continue  to  be  out  of  the  North- 
east and  North  Central  states  and  into  the  South  and  west.   Also, 
there  is  a  continuing  migration  out  of  the  central  cities  and  into  the 
suburbs  and  nonmetropolltan  areas. 

The  movement  of  population  both  reflects  and  produces  the  more 
rapid  growth  of  industry  in  the  Sunbelt  and  non-urban  areas.   The 
movement  of  industry  to  the  hinterlands  has  often  been  attributed  to 
lower  wage  costs.   But  wage  diffentlals  are  no  greater  now  than  they 
were  during  the  extended  period  when  industry  and  population  became 
concentrated  in  the  urban  areas  of  the  Northeast  and  North  Central 
regions.   However,  in  the  past  it  was  much  easier  to  operate  a  busi- 
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ness  in  the  established  areas  convenient  to  transportation,  supplying 
industries,  markets,  skilled  labor,  etc.   Changes  in  the  technology 
and  economics  of  transportation  (notably  as  a  result  of  the  construc- 
tion of  the  Interstate  Highway  System),  improvements  in  communica- 
tions, changes  in  the  technology  of  production  for  many  industries, 
and  the  increased  attraction  of  the  boondocks  to  skilled  labor  all 
combined  to  reduce  the  relative  advantages  of  the  older  urban  areas. 
Once  set  in  motion,  the  process  of  industrial  decentralization  feeds 
on  itself,  as  the  infrastructure  for  further  development  is  estab- 
lished.  This  process  has  by  no  means  run  its  course,  and  we  see  no 
reason  to  expect  a  reversal  of  these  trends  in  the  foreseeable  future. 

In  explaining  and  forecasting  net  migration  of  pop\xlation  by 
state  we  have  found  that  the  primary  determinants  are  relative  employ- 
ment opportunities  (measured  as  the  difference  between  the  state  unem- 
ployment rates  and  national  unemployment  rate)  and  relative  real 
income  (the  ratio  of  state  per  capita  personal  income  divided  by  state 
cost  of  living  index  to  national  per  capita  personal  income  divided  by 
national  CPI). 

The  fact  that  workers  are  attracted  by  high  real  income,  while 
industry  is  attracted  by  low  nominal  wages  and  other  low  costs  points 
to  the  importance  of  living  costs  and  costs  of  production  in  determin- 
ing net  migration  flows. 

Local  area  cost  statistics  are  difficult  to  come  by.   At  RDA  we 
have  constructed  a  state  cost  of  living  index  comparcUsle  to  the  nati- 
lonal  CPI  based  on  data  frco  the  BLS  on  prices  in  selected  met- 
ropolitan areas.   Table  10  shows  these  data  and   several  other  measxires 
of  costs  for  states.   Note  that  although  many  of  the  sunbelt  states 

h«v«  lowar  av«rag«  co*t«,  the  faster- growing  low  cost  areas  have  shown 
above-average  increases  in  living  costs  since  1970,  so  that  their  cost 
advantagv  is  diminishing. 
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Table    10 
SELECTED    MEASURES   OF   LIVING   COSTS 
WITH   PERCENT   CHANGE    1970-80 


RDA    "CPI"    INDEX 
1980    RANK         CHG 


500    KWH    ELECTRIC 
1980    RANK         CHG 


MEDIAN   HOUSE( 1 ) 
1980      RANK        CHG 


PER  CAP    TAXES(2) 
1980       RANK         CHG 


ALABAMA 

216 

48 

114% 

23.63 

32 

153% 

33,900 

49 

178% 

386 

51 

167% 

ALASKA 

3  38 

1 

118 

24.20 

30 

62 

76,300 

3 

236 

1,234 

2 

409 

ARIZONA 

243 

26 

119 

31.02 

11 

159 

54,700 

14 

236 

919 

7 

178 

ARKANSAS 

217 

47 

118 

22.61 

37 

122 

31,100 

51 

196 

434 

50 

248 

CALIFORNIA 

259 

6 

116 

22.79 

36 

127 

84,500 

2 

266 

887 

9 

129 

COLORADO 

252 

15 

127 

22.85 

35 

128 

64,100 

7 

271 

788 

14 

180 

CONNECT  ICCT 

259 

5 

107 

33.93 

8 

210 

65,600 

6 

157 

763 

16 

173 

DELAUASE 

232 

38 

111 

37.76 

2 

243 

44,400 

28 

160 

580 

32 

204 

DIST   OP    COLOMBIA 

248 

20 

108 

20.09 

45 

127 

68,800 

4 

223 

1,067 

4 

213 

FLORIDA 

209 

51 

105 

25.53 

23 

127 

45, 100 

26 

201 

453 

47 

143 

GEORGIA 

219 

46 

115 

21.70 

42 

136 

36,900 

41 

153 

567 

35 

186 

HAWAII 

277 

3 

100 

37.65 

3 

180 

118,100 

1 

236 

1,028 

5 

141 

IDAHO 

242 

29 

125 

13.65 

50 

46 

45,600 

23 

223 

536 

37 

158 

ILLINOIS 

254 

13 

112 

27.55 

17 

155 

52,800 

16 

167 

788 

15 

120 

INDIANA 

242 

28 

113 

26.66 

20 

159 

37,200 

40 

170 

599 

29 

126 

ICWA 

239 

32 

115 

28.80 

13 

141 

40,600 

32 

192 

738 

19 

187 

KANSAS 

236 

35 

116 

25.21 

27 

164 

37,800 

39 

212 

694 

22 

166 

KENTDOty 

219 

45 

117 

20.34 

43 

119 

34,200 

48 

171 

487 

43 

136 

LOUISIANA 

216 

49 

114 

20.32 

44 

94 

43,000 

30 

195 

478 

44 

244 

MAINE 

261 

4 

124 

26.05 

21 

120 

37,900 

38 

196 

635 

26 

141 

MARYLAND 

244 

24 

115 

28.57 

14 

146 

58,300 

11 

212 

849 

10 

128 

HASSACHtTSETTS 

280 

2 

106 

34.41 

6 

196 

48,400 

18 

135 

1,246 

1 

252 

MICHIGAN 

250 

18 

116 

25.65 

22 

230 

39,000 

35 

123 

831 

11 

186 

MINNESOTA 

247 

21 

113 

23.57 

33 

116 

53,100 

15 

195 

792 

13 

177 

MISSISSIPPI 

215 

50 

120 

25.02 

28 

160 

31,400 

50 

180 

477 

45 

171 

MISSOURI 

243 

27 

115 

27.01 

19 

138 

36,700 

42 

155 

568 

34 

139 

MONTANA 

243 

25 

124 

14.99 

48 

31 

46,500 

22 

232 

643 

24 

219 

NEBRASKA 

236 

34 

116 

22.46 

40 

162 

38,000 

37 

206 

751 

18 

184 

NEVADA 

249 

19 

118 

25.31 

25 

137 

68,700 

5 

207 

515 

39 

60 

NEW    HAMPSHIRE 

257 

9 

115 

34.41 

7 

202 

48,000 

19 

193 

460 

46 

233 

NEW  JERSEY 

258 

8 

100 

35.12 

5 

234 

60,200 

8 

157 

795 

12 

176 

NEW    MEXICO 

241 

30 

122 

30.85 

12 

197 

45,300 

25 

248 

507 

40 

210 

NEW    YORK 

257 

10 

103 

40.07 

1 

197 

45,600 

24 

103 

1,233 

3 

158 

NORTH    CAROLINA 

223 

42 

117 

24.05 

31 

156 

36,000 

44 

181 

521 

38 

191 

NORTH    DAKOTA 

233 

37 

118 

22.94 

34 

84 

43,900 

29 

238 

546 

36 

156 

OHIO 

244 

23 

117 

28.26 

15 

171 

44,900 

27 

155 

599 

28 

244 

OKLAHOMA 

226 

41 

119 

22.51 

38 

137 

35,600 

45 

221 

449 

48 

231 

OREGON 

254 

14 

123 

16.01 

46 

128 

56,900 

13 

269 

707 

21 

153 

PENNSYLVANIA 

245 

22 

111 

31.56 

10 

220 

39,100 

33 

188 

641 

25 

291 

RHODE    ISLAND 

258 

7 

107 

35.42 

4 

234 

46,800 

21 

157 

755 

17 

236 

SOOTH   CAROLINA 

220 

44 

117 

25.40 

24 

154 

35,100 

47 

170 

501 

41 

190 

SOOTH    DAKOTA 

233 

36 

117 

24.92 

29 

112 

36,600 

43 

221 

591 

30 

112 

TENNESSEE 

221 

43 

114 

14.80 

49 

93 

35,600 

46 

185 

436 

49 

201 

TEXAS 

231 

39 

122 

25.28 

26 

149 

39,100 

34 

226 

489 

42 

236 

or  AH 

251 

17 

122 

27.86 

16 

204 

57,300 

12 

241 

681 

23 

182 

VBmONT 

257 

12 

119 

27.10 

18 

164  " 

42,200 

31 

157 

617 

27 

83 

VIRGINIA 

238 

33 

114 

33.10 

9 

228 

48,000 

20 

181 

590 

31 

181 

WASHINGTON 

257 

11 

122 

9.40 

51 

56 

59,900 

9 

224 

718 

20 

125 

WEST  VIRGINIA 

226 

40 

120 

22.49 

39 

135 

38,500 

36 

241 

571 

33 

240 

WISCONSIN 

251 

16 

117 

21.71 

41 

126 

48,600 

17 

181 

902 

8 

147 

WYOMING 

240 

31 

125 

15.43 

47 

60 

59,800 

10 

291 

948 

6 

252 

NOTES:    (1)    Median  house  value   as  reported  In  decennial   census. 

(2)   Total  state  and  local  property,   general  sales,   and  individual  incane  tax 
divided  by  resident  population. 
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Housing  Supply 

The  Supply  of  Existing  Housing 

In  the  short  run,  most  housing  demand  is  met  by  existing  struc- 
tures.  Even  in  times  of  peak  production,  new  construction  in  one  year 
will  represent  less  than  3%  of  the  existing  stock. 

The  quality  of  the  housing  stock  has  now  improved  to  the  point 
that,  by  most  measures,  there  are  very  few  remaining  substandard 
units. 

While  not  all  units  which  are  removed  from  the  stock  are  substan- 
dard, the  decline  in  substandard  units  suggests  that  replacement 
denand  for  housing  will  be  smaller  In  the  coming  years  than  it  has 
been  in  the  past. 

The  breakdown  of  the  housing  stock  into  structure  types  in  1979 
was  as  follows: 

Table  1 1 

Total  1979  Stock      Stock  built 
since  1970 
Thousands  Percent   Thousands  Percent 

All  Year  Round  Units 

Single  Family  Detached   53,879 

Single  Family  Attached 

2  to  4  Units 

5  or  more:  Lowrise 

Highrise 
Mobile  Homes 

Source:   Bureau  of  the  Census,  Annual  Housing  Survey,  1979 

The  relatively  large  proportions  of  multifamily  units  and  mobile 
units  added  since  1970  reflect  booms  in  those  sectors  in  the  early 


84,586 

100.0 

18,146 

100.0 

53,879 

63.7 

9,760 

53.8 

3,401 

4.0 

772 

4.3 

10,785 

12.8 

1,482 

8.2 

9,081 

10.7 

3,195 

17.6 

3,829 

4.5 

829 

4.6 

3,610 

4.3 

2,108 

11.6 

533 

part  of  the  decade.   More  recently,  single  family  units  have  accounted 
for  a  larger  share.   With  the  demographic  changes  of  the  coming 
decade,  we  expect  a  further  increase  in  the  single  family  share  of  new 
construction. 

Characteristics  of  New  Construction 

Throughout  most  of  the  last  decade,  new  single  family  homes 
showed  consistent,  significant,  improvement  in  terms  of  size  and  amen- 
ities.  This  is  illustrated  by  the  measures  shown  in  table  12.   In 
addition  there  were  improvements  in  construction  quality,  most  notably 
in  the  area  of  energy  efficiency.   After  1978,  however,  there  has  been 
scne  tendency  toward  smaller,  less  elaborate  homes,  consistent  with 
the  increase  in  user  cost  discussed  above.   The  af fordability  problems 
have  led  a  number  of  observers  to  predict  that  new  houses  will  be 
smaller  and  more  spartan  in  the  coming  years. 
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Table  12 
Characteristics  of  SF  Homes  Completed 


Floor  Area 

(Squa: 

re  Feet) 

Year 

hvcf. 

Median 

1966 

1,535 

1,460 

1967 

1,570 

1,505 

1968 

1,580 

1,500 

1969 

1,605 

1,530 

1970 

1,500 

1,385 

1971 

1,520 

1,375 

1972 

1,555 

1,405 

1973 

1,660 

1,525 

1974 

1,695 

1,560 

1975 

1,645 

1,535 

1976 

1,700 

1,590 

1977 

1,720 

1,610 

1978 

1,755 

1,655 

1979 

1,760 

1,645 

1980 

1,740 

1,595 

-Percent  of  homes  with- 


2  or  more 
Bathrooms 

50% 

52 

51 

56 

48 

48 

53 

60 

61 

60 

67 

70 

73 

74 

73 


4  or  more 
Bedrooms 

24% 

25 

26 

26 

24 

24 

23 

23 

23 

21 

23 

23 

24 

23 

20 


Fire-   Central   2  Car 
place      Air    Garage 


45% 

35 

36 

38 

44 

49 

52 

58 

61 

64 

62 

57 


25% 

28 

31 

48% 

36 

49 

34 

39 

36 

39 

43 

42 

49 

48 

48 

52 

46 

53 

49 

59 

54 

60 

58 

62 

60 

62 

63 

56 

Source:   Bureau  of  the  Census,  Construction  Reports  (Series  C25) 
Note:  The  1970  decline  is  due  to  the  influence  of  the  Section  235 
subsidy  program. 

While  there  may  be  some  further  movement  toward  smaller  houses, 
with  more  town  houses  and  cluster  housing,  we  doubt  that  there  will  be 
any  substantial  shift  in  that  direction.   The  af fordability  problems 
will  probably  be  no  more  severe  in  the  next  few  years  than  they  are 
now,  provided  that  inflation  continues  to  abate  and  nominal  interest 
rates  decline.   Moreover,  single  people,  young  couples,  and  first  time 
home  buyers,  who  would  tend  to  favor  smaller  homes,  are  likely  to 
account  for  a  smaller  share  of  new  homes  sales. 

In  some  localities,  land  use  controls  or  natural  limits  may  force 
builders  to  use  smaller  lots  and  to  build  smaller,  clustered  houses. 
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The  Mobile  Home  Share 


Similar  to  the  view  that  homes  in  the  future  will  be  smaller  and 
more  spartan  is  the  idea  that  mobile  homes  (also  known  as  manufactured 
housing)  are  the  wave  of  the  future.   Mobile  home  shipments  have  dis- 
played relative  strength  in  the  current  housing  depression,  acoounting 
for  18%  of  the  total  supply  of  new  housing  units  in  1981. 

There  are  a  number  of  reasons  for  viewing  the  prospects  of  mobile 
homes  favorably,  including  continuing  improvements  in  product  quality, 
relaxation  of  zoning  restrictions,  and  the  fact  that  mobile  homes  have 
had  their  greatest  acceptance  in  the  sunbelt  and  nonmetropolitan  areas 
which  are  enjoying  the  greatest  population  growth. 

Tables  4a  and  4b  showed  the  distribution  of  mobile  home  occupancy 
among  various  household  types  in  1979.   While  the  changes  in  the  age 
structure  over  the  next  few  years  have  very  favorable  implications  for 
single  family  conventional  housing,  the  implications  for  mobile  homes 
are  much  less  favorable.  The  groups  with  greatest  propensity  to  live 
in  mobile  hemes  are  households  with  heads  under  35  years  old,  and 
especially  those  under  25  years  old.   The  peak  growth  for  these  groups 
has  already  passed,  and  the  group  under  age  25  is  declining  in  size, 
reflecting  the  post- 1962  "baiby  bust." 

After  increasing  fran  2.1  million  in  1970  to  3.7  million  in  1974, 
the  number  of  occupied  mobile  homes  remained  essentially  stagnant  for 
the  remainder  of  the  decade  of  the  1970' s.   Between  1974  and  1979,  the 
number  of  occupied  mobile  homes  actually  declined  slightly  to  about 
3.6  million.   The  1.3  million  mobile  homes  shipped  during  that  period 
represented  r^lacement  demand.   This  indicates  a  removal  rate  of 
about  7  1/2%  per  year,  implying  an  average  lifetime  of  less  than  thir- 
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teen  years — not   very   comforting  for    lenders  making    15-  to  20-year 
loans.      The  quality  of      mobile   homes   has   improved  significantly   over 
the  past  decade,   particularly   since   the    implementation  of   national 
standards    in    1976.      While  this   should  enhance  the  attraction  of   mobile 
home   ownership,    it  also  suggests   a  gradual   decline   in  the  replacement 
demand. 
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Figure   5 

MOBILE  HOME  PLACEMENTS 
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The  quality  issue  was   a  major  factor  in  the   loss  of   popularity 
after    1972.      In  the   late    1960 's   and  early   1970's  many   new   firms 
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entered  the  industry,  often  producing  shoddy  products  and  disappearing 
before  purchasers  had  a  chance  to  seek  redress.  Many  purchasers  simply 
abandoned  the  units,  resulting  in  a  leap  in  the  rate  of  repossessions 
by  lenders.   The  disenchantment  of  both  households  and  lenders  has 
lingered. 

The  decline  in  the  propensity  toward  mobile  home  living  also 
reflects  the  perception  that  ownership  of  conventional  homes  repre- 
sents a  superior  inflation  hedge. 

What  are  mobile  homes  like?  Although  the  industry  prefers  to  talk 
about  the  large  multi-wide  units  which  are  purjxsrted  to  rival  conven- 
tionally-built houses,  three-fourths  of  mobile  home  shipnents  are  sin- 
gle-wide units  12  to  14  feet  in  width  shipped  in  one  piece  and  con- 
taining 600  to  900  square  feet  of  floor  space.   Although  75%  are  owner 
occupied,  most  o%mers  do  not  own  the  land  underneath.   About  half  of 
mobile  homes  are  located  in  mobile  home  parks.   Only  5%  are  ever  moved 
after  being  placed  on  a  site. 

The  af fordability  problems  facing  potential  hc»ae  buyers,  the  tar- 
nishing of  the  investment  image  of  conventional  housing,  improved 
availability  of  long-term  financing  for  mobile  home  purchases,  and 
technological  advances  all  suggest  a  favoraible  outlook  for  mobile 
hemes.   However,  the  mobile  home  industry  will  be  swimming  against  the 
tide  of  demographic  change.   It  is  unlikely  that  unit  sales  will  ever 
approach  the  peaks  of  1971-73. 
Federal  Government 

Direct  Federal  government  involvement  in  housing  falls  into  three 
general  categories:  rental  subsidies,  mortgage  credit,  and  tax  e}q>end- 
itures. 


19-999  0-83 35 
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The  rent  subsidy  progrcuns ,  which  apply  to  both  privately  and  pub- 
licly owned  rental  housing,  consists  of  payments  to  landlords  of  the 
differences  betwwen  the  rent  charged  for  a  unit  and  what  the  subsi- 
dized tenant  is  presumed  to  be  able  to  afford.   Many  of  the  rental 
subsidy  programs  (especially  Public  Housing,  Section  8  new  construc- 
tion. Section  8  rehabilitation,  and  Farmers  Home  Administration  rental 
subsidies)  have  attempted  to  also  increase  the  housing  supply  while 
giving  assitance  to  low-income  subsidy  recipients.   This  has  been  done 
by  premising  to  provide  subsidized  tenants  at  generous  rents  for 
extended  periods  (up  to  40  years)  to  developers  or  public  housing 
authorities  who  construct  new  housing  or  reheibilitate  existing  hous- 
ing.  Generally,  these  subsidy  agreonents  have  been  further  augmented 
by  below  market  rate  financing,  either  through  access  to  tax  exen^t 
financing  or  through  purchases  of  project  mortgages  at  subsidized 
yields  under  the  GNMA  "Taundem   Plan". 

While  the  efforts  to  increase  housing  supply  through  rent  siobsid- 
ies  and  public  housing  subsidies  have  succeeded  in  producing  a  sub- 
stantial number  of  new  \inits,  this  has  been  accomplished  at  tremendous 
long-term  cost.   The  open-ended  commitments  to  provide  future  subsid- 
ies are  estimated  by  the  Administration  to  have  already  reached  $250 
billion.   The  administration  has  proposed  to  eliminate  virtually  all 
subsidy  commitments  for  new  construction. 

Except  for  GNMA  Tandem  Plan  purchases  of  project  mortgages  at 
below  market  rates  and  Farmers  Home  Administration  interest  rate  sub- 
sidies for  home  purchases  by  low  income  households  in  rural  areas, 
most  government  mortgage  credit  programs  consist  of  guarantees  under 
which  home  buyers  are  able  to  borrow  under  more  favorable  terms 
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because  their  debts  are  partially  enshrouded  in  the  risklessness 
attributed  to  government  obligations.   These  programs  do  not  require 
direct  expenditures  by  the  government,  although  they  do  implicitly 
have  a  cost  to  government  and  corporate  borrowers  because  they  preempt 
credit. 

Several  important  developments  are  underway  in  these  federal 
credit  operations.   FHUIC  has  asked  congress  to  transform  it  into  a 
private  corporation  like  FNMA,  which  would  allow  it  to  expand  its 
activities.   Both  FNMA  and  FHUIC  have  pilot  programs  or  plans  to  guar- 
antee passthrough  securities  similar  to  Ginnie  Maes,  but  based  on 
pools  of  convention2Ll ,  rather  the  FHA/VA,  mortgages. 

The  Administration  has  proposed  cutting  back  the  GNMA  passthrough 
and  FmHA  programs  and  making  FHA  and  VA  mortgages  less  attractive. 
However,  these  popular,  successful  programs  will  probably  be  contin- 
ued.  The  GNMA  Tandem  Plan  program  appears  to  be  on  the  way  out,  how- 
ever. 
Tax  Benefits 

Several  provisions  of  the  federal  income  tax  code  provide  gener- 
ous support  for  homeownership.  The  primary  provisions  affecting  own- 
er-occupants of  single  family  homes  are: 

-  Deductibility  of  Home  Mortgage  Interest  Payments 

-  Deductibility  of  Property  Tax 

-  Deferral  of  Capital  Gains 

-  Exclusion  of  $125,000  of  capital  gains  for 
taxpayers  55  and  older 

Except  for  the  special  treatment  of  capital  gains,  these  benefits 

are  not  exclusively  housing-related.   Taxes  and  interest  are  generally 

deductible. 


540 


The  effect  of  these  provisions  is  considerable.   The 
Congressional  Budget  Office  estimates  that  in  1982  homeowners  will 
receive  benefits  of  $39  billion,  with  2/3  of  the  benefit  result  frcai 
the  deductibility  of  interest  V . 

The  value  of  the  deductibility  of  interest  increases  under  infla- 
tion.  If  inflation  is  at  10%  and  the  real  interest  rate  is  3%,  pro- 
ducing a  nominal  interest  rate  of  approximately  13%,  (actually  13.3%) 
then  for  a  taxpayer  in  a  25%  bracket  or  above,  the  nominal  after-tax 
interest  rate  is  less  than  10%  and  the  real  after-tax  rate  is  nega- 
tive.  It  is  this  phenomenon,  as  well  as  extraordinary  increases  in 
house  prices  and  low  pretax  real  rates,  which  produced  the  very 
attractive  user  cost  of  housing  discussed  above. 

There  have  been  recurring  suggestions  that  the  deductibility  of 
mortgage  interest  rates  should  be  eliminated  or  limited  or  that  the 
in^uted  renteil  value  of  owner-occupied  homes  should  be  counted  as 
Income . 


y/   Congressional  Budget  Office,  The  Tax  Treatment  of  Homeownership ; 
Issues  and  Options  (Washington,  Government  Printing  Office,  September, 
1981). 
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HOUSING  FINANCE 

Demand  for  Mortgage  Credit 

The  fundamental  factors  affecting  the  demand  for  mortgage  origi- 
nations are  the  volume  of  new  and  existing  home  sales  and  house 
prices,  plus  changes  in  loaui-to-value  ratios  and  in  the  proportion  of 
hemes  purchased  without  institutional  mortgages  (bought  with  cash, 
assumed  mortgages,  or  seller  financing). 

Approximately  90%  of  home  purchases  involve  some  type  of  mortgage 
credit.   In  the  last  few  years,  high  mortgage  interest  rates  have 
caused  dramatically  increased  use  of  assuo^tions  and  seller  financing, 
reducing  the  value  of  originations  relative  to  the  value  of  transac- 
tions in  existing  homes.   In  the  case  of  new  homes,  high  mortgage 
rates  have  also  brought  forth  various  creative  responses,  but  these 
have  typically  still  involved  institutional  mortgage  originations. 
The  extent  of  creative  financing  is  suggested  by  the  ratio  of  mortgage 
originations  to  sed.es  volume  times  average  loan  to  value  ratio: 


Table  13 
INSTITUTIONAL  FINANCING 
(mortgage  originations  relative  to 
sales  volume  times  avg.  loan/ value) 

EXISTING  HOMES 


97% 

89 

74 

76 

86 

91 

79 

72 

55 

45 


MEW  HOMES 

1972 

95% 

1973 

85 

1974 

87 

1975 

87 

1976 

85 

1977 

89 

1978 

90 

1979 

88 

1980 

92 

1981 

73 
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As  the  decade  precedes,  unless  there  are  fxorther  increases  in 
mortgage  rates  these  ratios  should  increase  back  to  the  more  normal 
80%  to  90%  range.   Together  with  increases  in  the  nimiber  of  new  and 
existing  homes  sold  and  increases  in  house  prices,  this  implies 
greatly  increased  credit  demands.   The  need  to  refinance  balloon-pay- 
ment loans  made  in  the  past  two  years  will  also  increase  housing 
credit  demands. 
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Mortgage  Supply 

Most  mortgage  credit  has  been  supplied  by  depository  institu- 
tions, particularly  thrift  institutions.   Tables  14  and  15  show  the 
share  each  of  the  11  major  institutions  had  in  mortgage  lending  in 
1981.   Although  the  thrifts'  share  of  total  institutional  originations 
is  down  front  a  peak   of  60%  in  1976,  thrift  institutions  continue  to  be 
the  dominant  element  both  in  originations  and  in  holdings  of  mort- 
gages.  However,  the  capacity  of  thrifts  to  provide  mortgage  credit 
from  their  own  funds  depends  on  the  flows  of  deposits  and  the  rate  at 
\rtiich  their  previous  mortgage  investments  are   repaid. 
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Figure  6 

THRIFT  MORTGAGE  ACQUISITIONS 
AS  A  PERCENT  OF  TOTAL  HOME  SALES  VOLUME 


SAVINGS  BANKS 


SAVINGS  AND  LOANS 


1972   1973   1974   1975   1976   1977   1978   1979   1980   1981 
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The  decline  in  the  ability  of  thrifts  to  provide  mortgage  credit 
has  actually  been  greater  than  their  share  of  institutional  origina- 
tions would  suggest.   S&L's,  which  until  1977  were  net  purchasers  of 
mortgages,  have  now  emerged  as  net  sellers-   Moreover,  in  the  past  two 
years  a  major  share  of  housing  credit  has  had  to  come  from  noninstitu- 
tional  sources  (mainly,  home  sellers).   Figure  6,  which  shows  the 
ratio  of  thrifts'  mortgage  acquisitions  (originations  minus  net  sales) 
to  housing  sales  volume  demonstrates  the  extent  of  the  gap  between 
demand  for  housing  credit  and  the  ability  of  thrifts  to  fulfill  that 
demand. 

The  inability  of  the  thrifts  to  fund  as  large  a  portion  of  mort- 
gage originations  from  deposit  flows  as  previously  results  from 
changes  in  the  regulation  of  depository  institutions  as  well  as 
Increased  sophistication  on  the  part  of  savers.   Table  16  shows  the 
share  of  deposits  going  to  depository  institutions — Savings  &  Loans, 
Mutual  Savings  Banks,  and  Commercial  Banks — and  money  market  funds. 


Table    16 

TIME  DEPOSIT 

FLOWS 

(billions  of  ( 

dollars) 

Savings 

Savings 

Commercial 

Money 

&  Loans 

Banks 

Banks 

Funds 

1972 

31.8 

10.1 

43.5 

— 

1973 

19.9 

4.9 

51.6 

— 

1974 

15.5 

2.2 

59.1 

2.4 

1975 

41.9 

11.2 

26.6 

1.3 

1976 

49.5 

13.0 

29.6 

— 

1977 

50.0 

11.1 

60.6 

0.2 

1978 

44.0 

8.7 

65.3 

6.9 

1979 

38.7 

3.3 

45.6 

34.4 

1980 

40.6 

7.0 

95.3 

29.2 

1981 

13.3 

0.5 

86.3 

107.5 

Includes  interest  credited 

Sources:  Federal  Home  Loan  Bank  Board,  National  Assn.  of 

Mutual  Savings  Banks,  Federal  Deposit  Insurance  Corp. 
Federal  Reserve  (Flow  of  Funds) 
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While  the  thrift  industry  will  probably  not  be  permitted  to 
disappear  entirely,  it  is  unlikely  to  regain  its  previous  vitality  or 
protected  position.   Even  under  the  most  favorable  of  circvimstances, 
by  1990  thrifts  will  probably  be  unable  to  fulfill  much  more  than  a 
third  of  mortgage  credit  demand. 

Commercial  banks  have  accounted  for  an  average  of  2  2%  of  insitu- 
tional  mortgage  originations  over  the  past  decade.   They  have  sold 
more  mortgages  than  they  have  purchased  (excluding  mortgage-backed 
securities),  with  net  sales  averaging  10%  of  originations.   Commercial 
bank  1  to  4  family  mortgage  holdings  have  been  equivalent,  on  average, 
to  about  18%  of  their  time  deposits  (compared  to  82%  for  S&L's  and  48% 
for  Savings  Banks).   Although  few  bankers  currently  profess  to  find 
heme  mortgages  wildly  attractive,  as  mortgage  yields  rise  relative  to 
yields  on  other  investments  (see  below)  we  expect  some  increase  in  the 
share  of  assets  devoted  to  mortgages.   Alternative  mortgage  instru- 
ments with  adjustable  rates  or  short  maturities  will  comprise  the  bulk 
of  the  mortgages  held  in  portfolio,  since  these  are  more  in  keeping 
with  the  liability  structure  of  banks. 

However,  unless  the  home  finance  system  continues  to  retreat  to 
the  nineteenth  century  practice  of  seller  financing,  the  additional 
money  will  have  to  come  primarily  from  the  secondary  market.  Moreo- 
ver, the  fixed  rate  long  term  mortgage  which  will  still  be  preferred 
by  many  borrowers  despite  higher  rates  is  a  more  appropriate  invest- 
ment for  secondary  market  purchasers  with  long  term  liabilities. 
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Mortgage-backed  Securities 

If  the  funds  required  to  close  the  mortgage  credit  gap  are  to 
come  frcxn  sources  such  as  pension  funds,  private  investors,  and  insur- 
ance companies,  there  will  probably  need  to  be  further  development  of 
mortgage-backed  securities.   These  non-specialized  investors  are  not 
likely  to  find  whole  mortgages  attractive  instruments,  even  where  the 
mortgages  are  fully  or  partially  insured  against  default  and  where 
servicing  is  handled  by  originators  or  other  specialists.   Whole  mort- 
gages are  still  illiqvdd,  in  small  non-standard  denominations,  and 
subject  to  erratic  prepayment  experience.   Also,  even  if  fully 
insured,  delinquency  or  default  represent  something  of  a  burden. 

There  are  two  basic  types  of  mortgage-backed  securities.   Mort- 
gage-backed bonds  are  standard  debt  issues  secured  by  mortgages.   Gen- 
erally the  value  of  the  mortgages  securing  the  debt  must  exceed  the 
value  of  the  obligation  in  order  for  the  rating  agencies  and  the  mar- 
kets to  provide  funds  at  attractive  rates.   Currently,  there  are  about 
$3  billion  in  mortgage  backed  bonds  outstanding,  almost  exclusively 
issued  by  S&L's. 

Passthrough  securities  are  more  peculiar  to  the  mortgage  market. 
Interest  payments  and  scheduled  amortization,  as  well  as  unscheduled 
prepayments,  are  distributed  to  holders  of  securities  representing 
shares  in  a  pool  of  mortgages.   Typcially,  the  security  holders  are 
guaranteed  prompt  payment  even  if  the  mortgagor  defaults  or  is  delin- 
quent. 

The  premier  example  of  passthroughs  is  the  Ginnie  Mae,  which  rep- 
resents a  share  in  a  pool  of  FHA  and  VA  mortgages,  with  prcmpt  payment 
guaranteed  by  the  full  faith  and  credit  of  the  US  government.   The 
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securities  are  issued  by  private  originators,    GNMA's  role   is  only  that 
of  guarantor.      Currently  the  stock  of  outstanding  Ginnie  Maes   has  a 
face  value  of   about  $125  billion. 

Another  major  category  of   passthrough   is   the  FHIWC  participation 
certificate,   based  on  pools  of  partially-insured  conventional  mort- 
gages.   FHLMC  is  both  the  issuer  and  the  guarantor  of   the  securities. 
There  are  about  $26  billion  of   these  outstanding.      Although   the  prompt 
payment  of  PC's  is  not  guaranteed  by  the  majesty  of  the  government, 
only  by  the  quasi-independent  FHIWC,    yields   are  only  a   few  basis 
points  more  than  on  GMMA. 

Privately  issued  passthroughs   frcm  banks    (particularly  Bank  of 
America),   thrifts,   and  mortgage  insurance  con^anies  account  for  close 
to  $2  billion  worth  of  mortgages.      These  currently  carry  yields  of    100 
basis  points  or  more  above  GMMA. 

FNMA  has  recently  begun  to  guarantee  mortgage  pools.     Thus  far, 
one  hed.f  billion  dollars  worth  have  been  issued.      FHI>1C  has   announced 
that  it  too  plans   to  guarantee  privately-issued  passthrough   securities 
backed  by  pools  of  conventional  mortgages. 

The  potential  growth  of  GNMA  passthroughs   as   a  source  of  mortgage 
fvmds   is  limited  by  the  fact   that  only  FHA  and  VA  mortgages   can  be 
sold  in  GNMA  pools.      Anyway,   the  current  administration  is  anxious  to 
reduce  the  direct   government  role   in  mortgage   credit  guarantees.      It 
is  unlikely  that  passthrough  securities  guaranteed  by  private  lenders 
or  mortgage   insurance  companies  will  ever  have  the  same   characteris- 
tics of   liquidity,    standardization,   or  investor  acceptance   as  Ginnie 
Maes.      Moreover,    the   cost  of   insuring  strictly-private  passthroughs  to 
the  extent  necessary  to  satisfy   bond  rating  agencies   is  substantial. 
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It  is  the  FNMA  and  FHI/lC  guaranteed  passthough  programs  which  are  most 
likely  to  become  the  primary  conduit  for  attracting  additional  funds 
to  the  secondary  market  through  mortgage-backed  securities. 

Mortgage  Rates 

Beginning  in  the  late  1960 's  the  price  of  mortgage  credit  shrank 
to  only  a  very  slight  premium  over  the  yields  on  high  grade  corporate 
bonds,  despite  the  much  greater  administrative  cost  and  risks  (see 
figure  7).   The  narrowing  of  the  spread  between  mortgages  and  bonds 
was  primarily  a  reflection  of  ceilings  on  interest  rates  paid  to 
depositors  of  thrift  institutions,  first  imposed  in  1965.   These  ceil- 
ing rates  were  below  market  rates  but  above  the  rates  commercial  banks 
were  aillowed  to  pay,  producing  a  large,  though  occasionally  disrupted, 
supply  of  cheap  funds.   The  thrifts,  coaxed  by  the  carrot  of  tax  bene- 
fits and  the  stick  of  regulation,  in  turn  invested  those  funds  in  bar- 
gal^  rate  mortgages.   This  diversion  of  credit  resources  into  housing 
was  further  buttressed  by  the  activity  of  the  government  and  the  fed- 
erally-sponsored credit  agencies,  which  used  their  superior  access  to 
credit  markets  to  pump  additional  funds  into  mortgages.   With  the 
increased  sophistication  of  savers  and  ongoing  deregulation,  combined 
with  the  retreat  of  the  government  from  credit  handouts,  the  system  of 
mortgage  subsidies  at  the  expense  of  depositors,  other  borrowers,  and 
taxpayers  is  coming  to  an  end.   In  order  for  the  supply  of  housing 
credit  to  meet  the  demand,  the  yield  on  mortgages  will  have  to 
increase  to  properly  reflect  the  administration  cost  and  risks  associ- 
ated with  such  investments. 
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In  assessing  the  risks  of  mortgages,  it  should  be  recognized  that 
the  primary  risk  is  not  one  of  default,  as  is  evidenced  by  the  fact 
that  the  default  risk  cam  be  fully  insured  against  for  eOsout  50  basis 
points.   A  more  important  risk  is  the  risk  of  interest  rate  changes. 
All  long  term  fixed  rate  investments  present  this  risk,  and  thus  mort- 
gages should  not  be  viewed  less  favorably  than  bonds  for  that  reason. 
The  greatest  risk  is  the  risk  of  adverse  prepayment.   The  borrower  has 
the  option  to  prepay  if  rates  fall,  making  mortgages  much  like  calla- 
ble bonds.  The  price  of  a  call  option  is  always  higher  where  prices 
(rates)  are  uncertain  of  volatile,  where  the  rate  of  discount  is  high, 
and/or  where  there  is  an  expectation  that  prices  will  rise  (rates  will 
fall). 

The  importance  of  this  call  option  feature  can  be  seen  by  compar- 
ing the  yields  of  Ginnie  Maes  with  10  year  treasury  bonds.  Since  1972, 
the  average  spread  has  been  86  basis  points,  but  recently  the  spread 
has  been  about  200  basis  points. 

Second  Mortgages 

One  area  of  possible  expanded  activity  for  ccnunercial  banks  is 
second  mortgage  lending,  both  in  the  form  of  purchase  money  mortgages 
to  facilitate  home  purchase  and  loans  to  homeowners  for  home  improve- 
ment or  simply  as  a  device  for  homeowners  to  extract  accumulated 
equity. 

The  acc\imulated  equity  in  existing  homes  has  mushroomed  as  home 
prices  grew  over  the  past  decade.   The  value  of  the  existing  stock  has 
been  as  follows: 
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Table  17 

HOUSING  EQUITY 
(billions  of  dollars) 


AGGREGATE 

MORTGAGE 

AGGREGATE 

VALUE 

DEBT 

EQUITY 

1970 

1,143 

267 

876 

1971 

1,275 

293 

983 

1972 

1,405 

328 

1,077 

1973 

1,566 

363 

1,203 

1974 

1,733 

394 

1,340 

1975 

1,934 

435 

1,500 

1976 

2,142 

493 

1,649 

1977 

2,465 

579 

1,886 

1978 

2,926 

678 

2,248 

1979 

3,488 

788 

2,700 

1980 

4,041 

858 

3,183 

1981 

4,418 

907 

3,511 

Aggregate  value  based  on  housing  stock  and  average 
existing  home  price.  Mortgage  debt  data  from  HUD. 


The  capital  gains  accruing  to  homeowners  have  been  widely  cred- 
ited with  spurring  consun^tion  and  depressing  the  savings  rate.   While 
seme  of  this  behavior  was  simply  the  psychological— homeowners  felt 
they  needn't  serve  because  the  equity  in  their  homes  represented  so 
much  wealth — there  were  attanpts  to  realize  the  gains. 

There  are  three  primary  mechanisms  by  which  homeowners  can 
extract  the  equity  in  their  hemes:  sell  the  house,  refinance  the  first 
mortgage,  or  take  out  a  second  mortgage.   By  far  the  most  popular 
method  was  to  sell  the  house.   In  the  course  of  selling  one  house  and 
buying  another,  homeowners  would  use  only  a  part  of  the  equity  in  the 
previous  house  as  a  down  payment  on  the  new  one.   When  rates  on  first 
mortgages  were  low  and  stable,  refinancing  the  first  mortgage  with  a 
larger  loan  made  sense  to  hcmecximers  who  didn't  want  to  move.   Until 
recently,  the  resort  to  second  mortgages  was  limited  to  the  desperate 
or  reckless,  and  it  was  the  least  popular  of  the  three  methods  y . 


19-999  0-83 36 
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Increasingly,  various  disincentives  to  housing  turnover  and 
refinancing — most  especially  high  rates  on  first  mortgages — make  sec- 
ond mortgages  more  attractive  to  borrowers. 

At  the  same  time,  there  have  been  several  factors  increasing  the 
capacity  and  motivation  of  second  mortgage  lenders.   Liberalization  of 
bankruptcy  statutes  has  made  secured  real  estate  loans  more  attractive 
relative  to  unsecured  consumer  loans.   Regulations  which  restricted 
the  freedom  of  some  lenders  to  make  second  mortgage  loans  have  been 
eased.   Also,  a  secondary  market  has  begun  to  develop  and  mortgage 
insurers  have  begun  to  insure  second  mortgages.   The  aggressive  entry 
into  second  mortgage  lending  by  consiimer  finance  companies  and  the 
greater  freedcm  of  S&L's  to  make  such  loans  suggest  that  the  ccmpeti- 
tion  will  be  fierce.   If  homeowners  actually  do  begin  to  seek  such 
financing,  it  could  become  an  important  market.   Moreover,  it  will  be 
difficult  to  maintain  a  role  as  a  full  service  institution  without 
beccming  seriously  involved  in  second  mortgages. 


_1/  David  F.  Seiders,  Mortgage  Borrowing  Against  equity  in  Existing 
Homes:   Measurement,  Generation,  and  Implications  for  Economic  Activ- 
ity.  Staff  Economic  Studies  96.   (Washington,  Board  of  Governors  of 
the  Federal  Reserve  System,  1978). 
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A  FORECAST  FOR  THE  DECADE  AHEAD 

Over  the  course  of  the  decade  from  1982  to  1991,  we  expect  hous- 
ing starts  to  average  1.8  million  per  year,  somewhat  above  the  1.67 
million  average  of  the  1972-1981  decade.   Moreover,  due  largely  to  the 
demographic  changes  discussed  above,  along  with  the  cutback  of  federal 
sxjbsidies  for  construction  of  rental  housing,  we  expect  the  single 
family  share  to  average  71%,  compared  to  the  66%  share  in  the  last 
decade.   This  shift  to  single  family  was  actually  already  apparent  in 
the  late  1970 's.   It  is  only  the  extraordinary  strength  of  multifamily 
activity  in  the  early  1970's,  plus  the  extraordinary  weakness  of  sin- 
ole  family  construction  in  1980  and  1981,  which  kept  the  single  family 
share  down  in  the  1972-1981  period. 

The  expected  strength  in  single  family  starts,  plus  an  increase 
in  bouse  prices  at  a  rate  1  to  2%  above  the  inflation  rate  and  a  grad- 
ual reduction  of  non-institutional  creative  financing,  will  reqiiire 
originations  of  mortgages  for  1  to  4  family  homes  to  increase  at  an 
average  annual  rate  of  20%  from  the  depressed  1981  value.   Vte  expect 
the  real  mortgage  rate  (mortgage  rate  less  CPI  growth)  to  average  5%, 
a  substantial  increase  from  the  1  1/2%  real  rate  in  the  1972-1981 
period.   This  is  the  result  of  an  increase  in  real  long  term  rates  in 
general  (real  AAA  bond  rates  averaged  only  1%  during  1972-1981)  and  an 
increase  in  the  spread  iDetween  mortgage  rates  and  bond  rates. 

Our  forecast  of  housing  and  mortgage  activity  is  of  course 
dependent  on  our  assunptions  about  the  general  economy.   Table  17 
shows  the  forecast  values  used  in  our  base  case  (most  likely)  forecast 
scenario  and  under  somewhat  more  optimistic  and  somewhat  more  pessi- 
mistic sets  of  assun^tions. 
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GROWTH   RATES: 

REAL  PER  CAPITA  INCOME 
CONSUMER  PRICE   INDEX 

AVERAGE: 

AAA  BOND  RATE 
TREASURY  BILL  RATE 
PRIME  RATE 


Table  18 

Forecasts  1982-1991 

Annual  Rates 

Base  Case  Optimistic  Pessimistic  Preceding 

Decade 

ASSUMPTIONS 

1.7  3.1         -0.3  1.9 

9.2         6.5         12.1  8.4 


11.8 

9.7 

15.7 

9.3 

10.6 

7.2 

15.8 

7.8 

13.2 

9.5 

18.0 

10.1 

RESULTS 


HOUSING  STARTS: ^^^ 
SINGLE  FAMILY 
MULTIFAMILY 
TOTAL 

MOBILE  HOME  PLACEMENTS ^*^ 

EXISTING  HOME  SALES ^^^ 

MORTGAGE  ORIGINATIONS: ^^^ 
NEW  HOMES 
EXISTING  HOMES 

GROWTH  RATE  IN  HOUSE  PRICES 
NEW  HOMES 
EXISTING  HOMES 

AVG  MORTGAGE  INTEREST  RATES 
COMMITMENTS:  FHLBB 
FNMA 
FHLMC 
CLOSINGS :  FHLBB 

AVG  LOAN/VALUE  -  NEW  HOMES 


1,285 

1,454 

871 

1,104 

533 

655 

356 

568 

1,817 

2,109 

1,227 

1,672 

314 

381 

218 

322 

3,789 

4,165 

2,918 

2,866 

$124,756 

137,700 

86,486 

38,564 

$276,010 

292,830 

211,008 

79,199 

1: 

10.8 

10.1 

11.1 

10.6 

10.7 

9.6 

11.7 

10.3 

14.0 

12.1 

17.1 

NA 

14.3 

12.1 

17.8 

NA 

13.9 

11.8 

17.2 

10.3 

14.0 

11.9 

17.1 

9.9 

73.5 


73.4 


75.0 


(a)  figures  in  thousands  of  units 

(b)  figures  in  millions 
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Senator  Tower.  Thank  you. 

Mr.  Gourley,  representing  the  Mortgage  Bankers  Association. 

STATEMENT  OF  WILLARD  GOURLEY,  REPRESENTING  THE  MORT- 
GAGE BANKERS  ASSOCIATION;  PRESIDENT,  NORTHWESTERN 
MORTGAGE  CORP.,  CHARLOTTE,  N.C.,  ACCOMPANIED  BY 
BURTON  WOOD,  LEGISLATIVE  COUNSEL,  MBA;  AND  SHARON 
CANAVAN,  ASSOCIATE  LEGISLATIVE  COUNSEL,  MBA 

Mr.  Gourley.  Thank  you. 

Mr.  Chairman  and  Senator  Trible,  my  name  is  Willard  Gourley 
and  I  am  president  of  Northwestern  Mortgage  Corporation  of  Char- 
lotte, North  Carolina,  and  a  mortgage  banker,  I  have  been  a  par- 
ticipant in  the  secondary  market  for  the  last  32  years.  We  welcome 
a  lot  of  people's  interest  in  the  secondary  market  and,  Mr.  Dwire 
and  Mr.  Hobgood,  I'm  part  of  a  bank  but  I'm  delighted  to  hear 
more  and  more  discussion  on  the  secondary  market. 

I  am  chairman  of  the  legislative  committee  of  the  MBA  and  with 
me  today  are  MBA  legislative  counsel,  Burton  Wood;  and  Sharon 
Canavan,  associate  legislative  counsel.  We  do  have  a  rather  lengthy 
statement  that  states  many  of  the  issues  and  I  will  summarize  it. 

Senator  Tower.  It  will  be  entered  in  its  entirety  in  the  record. 

Mr.  Gourley.  Thank  you.  We  appreciate  the  opportunity  to 
appear  before  you  today.  I  will  direct  my  testimony  to  the  1983 
HUD  authorization  legislation,  as  well  as  some  other  issues  that 
affect  the  secondary  market. 

MBA  has  real  concerns  about  the  administration's  proposed 
changes  S.  644  in  the  FHA  downpayment  schedules  for  one.  We 
also  are  dismayed  that  the  administration  has  not  gotten  several 
messages  from  the  Congress  that  the  successfully  operating  FHA 
insurance  and  GNMA  mortgage-backed  security  guaranty  pro- 
grams should  not  be  tinkered  with,  and  that  Congress  doesn't 
intend  to  permit  either  frontal  assaults  on  the  programs  through 
direct  phaseouts  and  reduced  credit  budget  limits,  or  indirect  at- 
tacks, such  as  unwarranted  fees,  selective  targeting  proposals,  etc. 
We  believe  the  time  has  come  to  stop  this  nonproductive,  but  time- 
consuming  effort,  and  to  get  on  with  the  business  of  housing 
American  families  and  allowing  housing  to  help  lead  the  way  out 
of  the  current  economic  recession. 

In  the  same  vein,  MBA  is  concerned  that  the  credit  budget  limits 
for  the  FHA  and  GNMA  mortgage-backed  security  programs 
should  be  set  at  the  same  levels  as  those  adopted  for  fiscal  year 
1983— that  is,  $45.9  billion  for  FHA  and  $68.25  billion  for  GNMA. 
Both  FHA  and  GNMA  are  setting  records  in  their  current  activity 
levels  and  are  helping  to  lead  the  Nation  out  of  the  current  reces- 
sion. If  interest  rates  stay  at  their  current  levels  or  decrease  fur- 
ther, demand  for  mortgage  credit  will  remain  high  and  the  FHA 
and  GNMA  programs  should  be  allowed  to  accommodate  that 
demand.  The  demand  for  FHA  loans  will  increase  even  more  if 
Congress  enacts  the  proposals  that  would:  authorize  alternative 
mortgage  instruments;  increase  mortgage  limits  for  manufactured 
housing;  liberalize  loan-to- value  ratios  for  investor-owned  proper- 
ties; ease  requirements  for  condominium  purchasers;  and  increase 
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the  ability  of  the  private  sector  to  develop  multifamily  rental  hous- 
ing. 

These  proposals  will  make  it  easier  for  more  types  of  borrowers 
and  families  to  buy  or  rent  dwellings,  to  fashion  suitable  financing 
plans,  and  to  seek  types  of  homes  that  fit  both  their  budget  and 
lifestyle.  MBA  supports  these  programs  as  a  means  of  making 
mortgage  finance  more  affordable,  as  well  as  a  further  fulfillment 
of  FHA's  role  as  an  innovator  in  new  types  of  mortgage  products. 

MBA  continues  to  urge  Congress  to  free  the  FHA  rate  from  any 
statutory  maximum  limitation  on  interest  rate  or  discount  points. 
This  would  effectively  substitute  the  market  forces  of  supply  and 
demand  for  the  current  artificial  restriction  on  interest  rates,  thus 
improving  the  viability  of  and  strengthening  the  FHA  programs. 
It's  important  that  this  proposal  also  be  extended  to  include  section 
245  graduated  payment  mortgages,  as  well  as  any  newly  author- 
ized, non-subsidized  insurance  programs. 

MBA  also  supports  a  number  of  provisions  in  S.  644  that  would 
encourage  the  private  sector  to  invest  in  and  develop  multifamily 
rental  housing.  These  proposals  include:  the  amendments  on  the 
refinancing  limits  for  substantial  rehabilitation;  alternative  mort- 
gage programs;  extension  of  the  administrative  benefit  of  the 
Multi-family  Mortgage  Foreclosure  Act  to  private  lenders  on  coin- 
sured  mortgages;  and  the  liberalization  of  the  requirement  that  a 
purchaser  in  a  foreclosure  sale  continue  to  operate  a  project  in  line 
with  the  program  under  which  it  has  formerly  been  insured.  All 
these  are  particularly  significant  dealing  in  the  secondary  market. 

MBA  opposes,  however,  the  proposal  to  disallow  tax-exempt 
treatment  for  coinsurance  projects— this  would  remove  one  of  the 
key  financing  tools  for  these  projects,  and  would  greatly  reduce  pri- 
vate sector  initiative  in  multifamily  rental  development. 

MBA  is  also  concerned  that  these  multifamily  initiatives  will  not 
be  able  to  fill  the  gap  and  provide  sufficient  housing  for  low-income 
households.  Nor  do  we  believe  that  the  administration's  proposed 
rental  housing  rehabilitation  and  housing  payment  certificate  pro- 
grams will  be  able  to  address  adequately  a  sufficient  portion  of  the 
existing  need.  The  proposals  merit  further  consideration  and  may 
be  suitable  if  enacted  in  conjunction  with  a  rental  housing  produc- 
tion program  for  those  areas  with  insufficient  supplies  of  housing 
suitable  for  rehabilitation. 

MBA  urges  Congress  to  remove  the  mortgage  loan  purchase  limi- 
tations for  FNMA  and  FHLMC  in  order  to  maintain  their  ability  to 
serve  all  geographic  areas  equally,  and  to  give  potential  home  pur- 
chasers access  to  more  affordable  mortgage  credit  via  the  long-term 
capital  markets. 

MBA  also  supports  the  additional  asset  power  for  FNMA.  MBA 
also  urges  Congress  to  extend  the  Federal  usury  preemption  to 
second  mortgages.  These  have  been  very  successful  in  the  first  lien 
side  and  it  would  be  very  helpful  in  second  mortgages.  These  are 
increasingly  popular  in  financing  single  family  homes,  as  well  as 
for  multifamily  developments. 


559 

In  closing,  I  would  urge  the  subcommittee  and  the  Congress  to 
keep  in  mind  that  housing,  in  its  antirecession  role,  needs  helpful 
legislative  provisions,  not  hindering  ones. 

We  thank  you  for  this  opportunity  to  testify  and  would  be  happy 
to  answer  any  questions  you  might  have. 

[The  complete  statement  follows:] 
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Mr.  Chaipman  and  Members  of  the  Subcommittee,  my  name  is  Willard  Gourley.  I  am 
President  of  Northwestern  Mortgage  Company  of  Charlotte,  North  Carolina,  a  mortgage 
banking  company,  and  Chairman  of  the  Legislative  Committee  of  the  Mortgage  Banl<ers 
Association.*  Accompanying  me  are  Burton  C.  Wood,  MBA's  Legislative  Counsel,  and 
Sharon  Canavan,  MBA's  Associate  Legislative  Counsel. 

We  appreciate  the  opportunity  to  appear  before  you  today  to  testify  on  the  1983  authori- 
zation legislation  for  the  Department  of  Housing  and  Urban  Development  (HUD) 
programs,  S  644,  the  "Housing  «md  Community  Development  Act  of  1983."  We  should  also 
like  to  share  with  the  Subcommittee  our  views  and  concerns  about  several  other  important 
housing  issues.  These  include  the  commitment  ceilings  on  the  non-subsidized,  user-fee 
supported  Federal  Housing  Administration  (FHA)  insurance  and  Government  National 
Mortgage  Association  (GNMA)  guaranty  programs;  removal  of  the  limitations  on  loan 
purchases  by  the  Federal  National  Mortgage  Association  (FN MA)  and  the  Federal  Home 
Loan  Mortgage  Corporation  (FHLMC);  the  need  for  a  new  construction  program  for  multi- 
family  assisted  rental  housing;  and  other  housing  issues. 


♦The  Mortgage  Bankers  Association  of  America  is  a  nationwide  organization  devoted  ex- 
clusively to  the  field  of  mortgage  and  real  estate  finance.  MBA's  membership  comprises 
mortgage  originators,  mortgage  investors,  and  a  variety  of  industry-related  firms. 
Mortgage  banking  firms,  which  make  up  the  largest  portion  of  the  total  membership, 
engage  directly  in  originating,  financing,  selling,  and  servicing  real  estate  investment 
portfolios.    Members  include: 

0  Mortgage  Banking  Companies  o  Mortgage  Brokers 

o  Mortgage  Insurance  Companies  o  Title  Companies 

o  Life  Insurance  Companies  o  State  Housing  Agencies 

o  Commercial  Banks  o  Investment  Bankers 

o  Mutual  Savings  Banks  o  Real  Estate  Investment  Trusts 

o  Savings  and  Loan  Associations 

MBA  headquarters  is  located  at  1125  15th  Street,  N.W.,  Washington,  D.C.  20005; 
telephone:  (202)  861-6500 
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MBA  has  deep  and  serious  concerns  about  the  proposed  increase  in  the  FHA  downpayment 
schedules,  which  we  will  discuss  in  detail  later  in  this  testimony.  We  are  somewhat 
dismayed  that  the  Administration  has  not  gotten  several  messages  from  the  Congress  that 
the  FHA  and  GNMA  mortgage  insurance  and  guaranty  programs  are  functioning  as 
Congress  intended  them  to— that  is  to  serve  middle-moderate-  and  lower-income  families 
in  their  homeownership  aspirations  and  that  Congress  doesn't  intend  to  permit  either 
frontal  assaults  on  the  programs  through  direct  phase-outs  of  the  programs  or  indirect 
flanl<ing  attacks,  such  as  unwarranted  higher  fees,  selective  targeting  proposals,  etc., 
which  wiU  have  an  eroding  effect  on  the  programs  over  a  period  of  time.  We  believe  the 
time  has  come  to  stop  this  non-productive,  but  expensive  and  time-consuming  effort,  and 
to  get  on  with  the  business  of  housing  American  families. 

A  second  basis  for  our  deep  concern  is  that  this  disruptive  proposal  comes  at  a  time  when 
housing  is  performing  one  of  its  long  recognized  roles  in  the  national  economy,  that  is  the 
vital  part  it  plays  in  leading  the  Nation  out  of  a  recession. 


ECONOMIC  OUTLOOK 

The  Nation's  economy,  led  by  a  resurgent  housing  sector,  is  finally  emerging  from  the 
longest  recession  since  the  Great  Depression.  Increased  spending  on  new  home  construc- 
tion, resulting  from  the  four  percentage  point  decline  in  mortgage  interest  rates  over  the 
past  few  months,  will  be  a  strong  engine  of  growth  for  the  economy  in  1983.  MBA 
forecasts  that  housing  starts  in  1983  will  total  at  least  1.4  million  units,  up  by  one-third 
from  the  1.06  million  units  started  in  1982.  New  home  sales  in  January  were  up  51 
percent  over  the  January  1982  rate,  the  highest  level  for  this  indicator  since  September 
1980.  Sales  of  existing  homes  are  also  increasing  as  sellers  offer  units  that  had  been  held 
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off  the  market.  Loan  applications,  especially  for  FHA  and  Veterans  Administration  (VA) 
programs,  are  at  all-time  highs. 

Many  broad-based  measures  of  total  economic  activity  are  also  showing  signs  of  recovery. 
The  index  of  leading  economic  indicators  rose  3.6  percent  in  January,  the  largest  one- 
month  gain  since  July  1950.  Factory  orders  for  durable  goods,  an  important  measure  of 
the  strength  of  the  manufacturing,  rose  2.4  percent  in  January.  This  is  the  third 
consecutive  monthly  increase  and  it  means  that  the  current  recovery  is  working  its  way 
throughout  the  economy.  Business  inventories,  cut  sharply  in  the  fourth  quarter  of  1982 
by  nearly  $18  billion  in  1972  dollars,  will  decline  only  slightly  in  the  current  quarter.  This 
bottoming  out  of  the  inventory  cycle  is  a  major  sign  that  the  economy  is  on  the  mend. 
Consumer  spending  should  benefit  from  the  fact  that  consumer  debt-to-income  ratios  are 
at  their  lowest  point  since  the  1974-1975  recession.  The  average  family  is  in  shape  to 
take  on  the  debt  necessary  to  finance  big  ticket  items  such  as  homes  and  autos. 

The  Federal  Reserve's  resolve  to  cool  the  inflation  that  peaked  at  nearly  14  percent  in 
1979  led  to  a  consumer  price  increase  of  only  3.9  percent  in  1982.  Further  help  on  the 
inflationary  front  this  year  can  be  expected  from  declining  oil  prices  and  burgeoning  food 
stocks.   Consumer  prices  should  increase  only  four  to  five  percent  during  1983. 

The  economic  recovery  that  is  beginning,  however,  is  not  likely  to  be  of  normal  strength 
and  pervasiveness.  Monetary  and  fiscal  policies,  operating  sharply  at  odds  since  late  1979, 
have  kept  the  U.S.  economy  in  its  weakest  position  since  the  Depression.  Two  recessions 
in  the  last  three  years  have  brought  real  economic  output  in  this  Nation  to  a  point  below 
that  of  1979.  Unemployment  peaked  at  10.8  percent  in  December,  the  highest  since  the 
dark  days  of  1940.  Business  failures  in  1982  were  at  their  highest  level  since  the  1930s. 
Clearly,  this  is  not  the  kind  of  damage  that  can  be  remedied  by  a  few  short  quarters  of 
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better  numbers.  In  order  to  repair  the  damage  that  the  recessions  of  1980  smd  1981-1982 
caused,  it  is  important  to  take  steps  now  to  ensure  stable,  non-inflationary  growth  in  the 
future.  That  is  why  MBA  is  extremely  disappointed  in  the  President's  FY  1984  Budget. 
The  fact  is  that  the  budget  does  not  make  enough  meaningful  cuts  in  Federal  spending, 
resulting  in  immense  deficits  in  each  of  the  next  five  fiscal  years.  This  failure,  if 
unremedied  by  this  Congress,  will  mean  that  the  recovery,  we  see  beginning,  could  be 
short-lived  and  terribly  disruptive  to  our  economic  well-being. 

The  Administration  is  estimating  a  Federal  deficit  for  FY  1984  of  nearly  $200  billion, 
following  a  deficit  of  a  similar  size  in  the  current  fiscal  year.  The  amount  of  Treasury 
borrowing  required  to  finance  such  a  deficit  is  enormous.  The  result  would  be  that  the 
Federal  government  would  absorb  nearly  one-half  of  the  total  new  supply  of  credit 
demanded  in  our  economy.  The  President's  budget  makes  it  clear  that  this  situation  is 
expected  to  continue  through  FY  1988.  These  budget  projections,  as  well  as  action  now 
being  undertaken  by  the  Congress  in  the  area  of  jobs  bills  and  other  spending  increases, 
indicate  that  our  government  is  simply  not  facing  up  to  the  dangers  of  massive  deficit 
financing. 

These  huge  deficits  would  jeopardize  a  strong  and  sustainable  housing  and  general 
economic  recovery.  With  the  Federal  government  taking  such  an  excessive  share  of 
credit,  interest  rates  could  rise  substantially.  A  renewal  of  higher  interest  rates,  before 
the  recovery  is  firmly  in  place,  would  mean  even  higher  unemployment  and  business  bank- 
ruptcies. Only  if  the  Congress  succeeds  in  reducing  the  Federal  deficit  by  meaningful  and 
substantial  amounts,  is  there  a  reasonable  prospect  of  resuming  non-inflationary  real 
growth  in  the  American  economy.  It  is  a  cruel  irony  that  an  Administration  dedicated  to 
reducing  the  role  and  presence  of  the  Federal  government  in  the  private  sector  remains  a 
pervasive  giant  in  the  Nation's  credit  markets. 
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The  choices  facing  the  Congress  are  not  easy  and  all  of  them  involve  sacrifices  for  one  or 
more  groups.  We  in  the  housing  industry  are  more  than  familiar  with  the  sacrifices 
required  to  return  to  a  healthy  economy.  Federal  spending  for  housing  and  community 
development  has  been  cut  by  over  two-thirds  in  the  past  three  years. 

In  this  Congress,  the  next  budget  move  should  be  to  examine  defense  spending  very 
carefully.  The  Nation's  security  is  paramount,  but  we  believe  that  honest  and  patriotic 
people  can  differ  on  the  costs  involved,  emd  the  timing  of  expenditures  required  in 
attaining  that  security. 

Similarly,  all  of  the  entitlement  programs  that  grow  automatically  with  every  upward 
movement  in  the  price  level  should  be  structured  so  that  no  one  group  benefits  at  the 
expense  of  others.  Only  as  a  last  resort  should  tax  increases  be  contemplated.  Any  new 
tax  should  be  structured  so  as  to  recognize  the  benefits  of  reduced  marginal  tax  rates  for 
business  and  consumer  savings  and  investment. 

These  suggestions  are  made  in  a  spirit  of  cooperation  and  underline  the  seriousness  of  our 
economic  situation.  The  last  thing  that  this  Nation  needs  is  a  truncated  recovery  and  a 
return  of  recession.  We  have  already  paid  too  high  a  price  in  terms  of  unemployment  and 
lost  economic  output.  It  is  our  belief,  however,  that  sizable  cuts  in  Feder«d  spending  as 
the  Nation's  economy  returns  to  health  are  the  only  way  to  assure  that  economic  health 
will  continue. 
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FHA  AND  GNMA-MBS  COMMITMENT  UMTTATIONS 

Since  FY  1981,  Congress  has  imposed  "credit  budget"  limits  on  the  FHA  mortgage 
insurance  and  GNMA-Mortgage-Backed  Security  (MBS)  guaranty  programs  through  the 
budget  and  appropriations  processes.  In  FY  1983,  Congress  approved  credit  budget  limits 
of  $45.9  billion  for  the  FHA  mortgage  insurance  programs  and  $68.25  billion  for  the 
GNMA-MBS  guaranty  program.  MBA  supports  these  identical  levels  for  FY  1984,  S  644 
makes  no  reference  to  these  limits,  although  the  HUD  FY  1984  budget  requests  $39.8 
biUion  for  FHA  and  $58.65  biUion  for  GNMA.  We  believe  these  amounts  are  insufficient 
to  sustain  a  housing  recovery. 

In  the  first  three  quarters  of  1982,  secondary  market  sales  of  mortgages  exceeded  80 
percent  of  originations  net  of  loans  purchased  under  the  FNMA  and  the  FHLMC  swap 
programs.  This  trend  has  been  increasing  in  the  past  few  years.  In  1981,  over  55  percent 
of  all  loans  were  sold  in  the  secondary  market. 

This  major  trend  in  mortgage  investment  is  caused  by  a  wide  variety  of  changes  in  the 
banking  and  mortgage  finance  industries.  Financial  institutions  have  recently  won 
expanded  powers.  Institutions,  which  in  the  past  have  held  mortgages  as  long-term 
portfolio  investments,  have  been  seriously  affected  by  sustained  high  interest  rates  when 
their  portfolios  held  low-interest  rate  loans.  While  the  increased  reliance  on  the 
secondary  market  is  due  in  large  part  to  adverse  market  conditions,  it  also  has  a  number 
of  market  advantages.  Mortgage-backed  securities  and  participation  certificates  are 
liquid  instruments  that  may  be  easily  bought  and  sold.  This  attracts  investors  who 
otherwise  would  be  disinterested  in  mortgage  investments.  In  addition,  when  mortgages 
are  pooled  together,  it  is  easier  to  tap  into  the  capital  markets  because  the  securities  are 
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essentially  equivalent  to  corporate  or  government  bonds.  The  standardization  present  in 
mortgage-backed  securities  has  also  attracted  non-traditional  investors. 

If  we  are  adequately  to  address  the  future  mortgage  credit  needs  of  this  Nation,  we  must 
ensure  the  stability  of  the  secondary  mortgage  market.  The  following  sections  highlight 
various  eispects  of  that  market. 

FHA.  In  1934,  the  FHA  initiated  the  concept  of  the  amortized,  level-payment  home 
mortgage  loan  backed  by  mortgage  insurance  in  the  event  of  default.  Prior  to  the 
development  of  the  mortgage  insurance  concept,  mortgage  lenders  had  required  large 
downpayments  to  secure  the  property  and  to  balance  the  risk,  and  demanded  lump  sum 
"balloon"  payments  at  specified,  short-term  intervals.  FHA,  by  pooling  the  risks  attached 
to  any  one  loan  across  large  groups  of  loans,  was  able  to  reduce  the  potential  cost  of  risk- 
taking  with  mortgage  insurance. 

There  are  four  non-subsidized  FHA  home  loan  insurance  programs:  Section  203(b)  for 
mortgages  on  one-to-four  family  units;  Section  213  for  cooperative  units;  Section  244  for 
co-insurance  where  the  lender  assumes  a  portion  of  the  default  risk;  and  Section  245  for 
graduated  payment  mortgages  (GPM).  Private  lenders  provide  all  of  the  funds  for  the 
mortgages.  FHA  simply  insures  these  mortgages  against  any  loss  associated  with  a 
foreclosure.  FHA  has  thus  fostered  a  strong  working  partnership  between  private  lenders 
and  the  Federal  government,  which  has  provided  a  steady  supply  of  mortgage  credit  to 
moderate-  and  middle-income  homebuyers. 

Borrowers  under  these  programs  pay  a  mortgage  insurance  premium  that  covers  the  costs 
associated  with  the  program.  The  premium  income  is  used  to  pay  the  administrative 
expenses  of  these  programs,  including  FHA's  salaries,  rent,  overhead,  etc.    The  premium 
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income  is  also  placed  in  a  reserve  fund,  which  covers  foreclosure  expenses  whenever  the 
proceeds  of  a  foreclosure  sale  are  insufficient  to  cover  the  mortgage  balance.  Not  only 
do  the  reserve  funds  cover  expenses  and  losses,  but  there  is  a  mutuality  feature  built  into 
these  funds— if  a  borrower  pays  off  the  loan,  a  dividend  will  be  paid  from  the  fund  to  the 
borrower. 

Not  only  are  all  expenses  attributable  to  these  programs  covered  by  user  fees,  but  the 
substantial  reserve  funds  are  invested  in  Treasury  certificates.  This  provides  a  substantial 
savings,  because  to  the  extent  that  Government  borrowings  are  covered  by  this  and  other 
similar  funds,  the  Government. is  not  financing  its  own  debt  in  the  capital  markets,  which 
both  reduces  the  Government's  cost  of  borrowing  and  makes  room  for  other  types  of 
credit  users. 

GNMA-MBS  Program.  GNMA  was  established  in  1968,  when  FN  MA  was  spun  out  of  HUD 
and  accorded  a  private  ownership  status.  GNMA's  MBS  guaranty  program  was  initiated 
soon  after  to  introduce  alternative  sources  of  capital  investment  into  the  secondary 
mortgage  markets.  The  creation  of  the  GNMA-MBS  revolutionized  mortgage  finance  by 
providing  a  highly  liquid  security,  which  attracted  traditional  and  non-traditional  investors 
alike. 

Under  the  GNMA-MBS  program,  lenders  package  FHA-insured  and  VA-guaranteed 
mortgages  into  "pools"  and  seU  securities  based  on  the  loans  in  the  capital  meirkets  to 
investors.  A  GNMA-MBS  pool  usually  consists  of  loans  packaged  in  minimal  amounts  of  $1 
million.  The  program  is  a  highly  efficient  one,  which  maximizes  the  involvement  of  the 
private  lender  and  minimizes  the  Government  role. 
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A  lender  will  ordinarily  contact  a  securities  broker  or  dealer  to  arrange  for  a  commitment 
for  a  GNMA-MBS  at  an  agreed-upon  amount,  based  on  the  lender's  current  and 
anticipated  production  of  FHA  and  VA  loans.  The  securities  broker/dealer  is  responsible 
for  securing  investors  willing  to  purchase  the  GNMA-MBS.  Once  those  loans  are 
packaged,  the  lender  will  apply  to  ON  MA  for  an  MBS  certificate  and  guaranty,  and  issue 
the  MBS. 

A  ON  MA  issuer  is  obliged  to  forward  payments  to  the  investor  whether  or  not  the 
FHA/VA  borrowers  have  made  their  payments.  ON  MA  guarantees  that  if  an  issuer  is 
unable  to  forward  the  interest  and  principal  to  the  investor  in  a  timely  manner,  ON  MA 
wiU  make  the  payments  to  the  investor  on  behalf  of  the  lender. 

User  fees  cover  all  administrative  and  default  expenditures  associated  with  the  GNMA- 
MBS  program.  The  fees  are  also  accumulated  in  a  reserve  fund  to  cover  potential  default 
expenditures.  The  reserve  fund  is  invested  in  Treasury  certificates,  and  thus  represents 
further  savings  to  the  Government,  as  explained  previously  in  the  discussion  of  FHA's 
operations.  In  fact,  fee  collections  and  other  income  are  expected  to  exceed  expenses  by 
$185.7  million  in  1984. 

FY  1984  Credit  Budget  Limitations.  MBA  opposes  setting  limits  on  these  non-subsidized, 
self-supporting  FHA  and  GNMA-MBS  programs.  Although  Congress  in  the  past  few  years 
has  imposed  limits  on  these  programs,  it  has  been  sensitive  to  the  need  to  maintain  a 
viable  FHA  and  GNMA,  so  it  has  set  these  levels  high  enough  to  accommodate  demand. 
For  FY  1984.  MBA  proposes  that  ther  credit  budget  levels  be  set  at  $45.9  billion  for  FHA 
and  $68.25  billion  for  the  GNMA-MBS  program.  A  number  of  factors  support  setting  the 
ceilings  for  these  programs  at  these  levels. 
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Traditionally,  FHA  mortgage  insurance  has  been  available  to  any  potential  borrower  so 
long  as  the  mortgage  being  sought  fell  within  the  maximum  mortgage  amount  prescribed 
by  Congress.  If  restrictive  limits  cause  a  shutdown  of  the  GNMA-MBS  program,  not  only 
will  FHA  originations  be  terminated,  but  VA  loans  as  weU.  This  is  because  the  GNMA- 
MBS  program  serves  as  the  conduit  to  tap  into  the  capital  markets  in  order  to  sell  the 
majority  of  both  the  FHA  and  VA  loans  originated.  In  the  first  three  quarters  of  1982, 
nearly  85  percent  of  FHA  and  VA  loans  were  packaged  and  sold  in  GNMA-MBS  pools.  In 
1981,  over  70  percent  of  FHA/VA  loans  were  sold  via  the  GNMA-MBS. 

Other  events  have  increased  the  importance  of  the  GNMA-MBS  program  in  the  past  few 
years.  Thrift  institutions,  which  include  savings  and  loan  associations  and  mutual  savings 
banks,  have  in  the  peist  originated  or  purchased  loans  to  be  held  as  long-term  portfolio 
investments.  Today,  the  tendency  is  to  purchase  securities  backed  by  mortgages,  because 
these  securities  are  liquid  and  may  be  marketed  readily.  This  provides  a  certain  amount 
of  insulation  from  volatile  interest  rate  swings.  Recently,  thrifts  and  banks  have  experi- 
enced inflows  of  deposit  funds,  due  to  their  expanded  powers,  which  allowed  more 
attractive  accounts  to  be  offered.  These  fund  inflows  will  allow  for  more  mortgage 
investment  by  thrifts,  but  we  believe,  nonetheless,  that  the  trend  toward  holding 
securities  rather  than  mortgages  in  portfolio  wiU  continue. 

FN  MA  has  the  authority  to  purchase  conventional  loans  as  well  as  FHA/VA  mortgages.  In 
the  past  year,  however,  FN  MA  has  sought  yields  above  those  available  through  the  sale  of 
GNMA-MBSs.  As  a  result,  FNMA's  purchases  of  FHA/VA  loans  have  fallen  dramatically, 
as  indicated  by  the  table  below. 
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FNMA  PURCHASES  OF  FHA/VA  LOANS 

$  Volume 
(in  millions  of  dollars) 

1982  $     901.2 

1981  2,284.0 

1980  5,273.3 

Formerly,  FNMA  provided  a  strong  market  alternative  for  FHA/VA  loans.  However,  since 
that  market  has  virtually  dried  up,  the  GNMA-MBS  program  should  be  given  high  enough 
ceilings  to  provide  a  sufficient  supply  of  long-term,  fixed-rate,  mortgage  credit.  While 
this  does  not  indicate  that  FNMA  will  never  again  purchase  an  FHA  or  VA  loan,  it  does 
underscore  the  importance  of  providing  an  adequate  credit  budget  level  for  GNMA,  as 
well  as  explain  the  upsurge  in  the  GNMA  commitments  to  guaranty  in  FY  1983. 

Increases  in  the  FHA  and  GNMA-MBS  credit  budget  levels  will  also  be  necessary  because 
of  increased  demand  for  FHA  programs.  When  interest  rates  fell  in  September  1982, 
demand  for  FHA  mortgages  mushroomed,  so  much  so  that  the  Administration  had  to 
attach  to  the  Continuing  Resolution  an  emergency  supplemental  request  of  $6.1  biUion 
for  the  FHA  credit  budget  limit.  HUD,  in  its  budget  proposal  for  FY  1984,  has  requested 
$39.8  billion  for  the  FHA  programs  on  the  assumption  that  demand  will  have  decreased  by 
then.  For  a  variety  of  reasons,  MBA  does  not  believe  that  this  wiU  be  the  case. 

Applications  to  refinance  high  interest  rate  loans  have  recently  accounted  for  approxi- 
mately 30  percent  of  FHA  applications.  While  this  demand  wiU  slack  off  somewhat,  MBA 
believes  that  there  wiU  still  be  a  strong  demand  for  refinsuicing  funds  over  the  next  few 
years.  Seller-financing  accounted  for  a  large  volume  of  the  loans  originated  over  the  past 
few  years.  Very  often,  however,  that  financing  was  not  long-term,  but  called  for  a 
bsdloon  payment  of  the  mortgage  balance  after  a  specified  number  of  years,  usually  three. 
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five  or  seven  years.  These  balloons  will  continue  to  mature  over  the  next  few  years  and 
will  require  an  adequate  source  of  refinancing  funds. 

The  FHA  has  always  played  the  role  of  a  market  innovator.  S  644  proposes  an 
authorization  for  several  types  of  new  experimental  FHA  programs.  A  revised  multi- 
family  co-insurance  program,  a  shared  appreciation  mortgage  (SAM)  program  for  single- 
and  multi-family  homes,  and  an  adjustable  rate  mortgage  (ARM)  program  for  single-  and 
multi-family  purchasers  will  increase  the  attractiveness  of  FHA  programs  and  wiU 
necessitate  a  higher  FHA  credit  budget  ceiling  than  that  proposed  by  HUD. 

Most  importantly,  activity  can  be  expected  to  increase  because  of  the  housing  recovery,  if 
interest  rates  remain  at  or  neeu"  their  current  levels.  Demand  for  housing  has  been  pent- 
up  severely  for  the  last  three  years.  That  fact,  in  addition  to  demographic  demand 
attributable  to  new  household  formations,  is  likely  to  keep  mortgage  activity  at  high 
levels.  If  activity  levels  for  estimating  the  credit  budget  limits  are  predicated  on  the 
performance  of  the  mortgage  finance  markets  in  the  past  three  yetu-s,  the  limits  will 
seriously  underestimate  demand  for  the  programs. 

New  housing  starts  have  been  far  below  those  projected  as  necessary  to  accommodate 
housing  demand  by  the  "baby  boom"  generation  that  is  currently  reaching  prime 
homebuying  age.  These  potential  purchasers  have  been  frustrated  in  their  efforts  to 
afford  a  home  in  the  past  few  years  while  interest  rates  have  been  so  high.  Now  that 
interest  rates  have  abated,  it  is  important  to  have  available  an  adequate  supply  of  home 
mortgage  credit  if  the  housing  needs  of  these  families  are  to  be  addressed.  In  our 
estimation,  at  least  1.8  million  housing  starts  per  year  will  be  necessary  to  fiU  that  need. 
In  the  past  three  years,  housing  starts  have  fallen  far  b^low  that  threshold.  While  it  may 
be  difficult  to  build  and  finance  enough  homes  to  make  up  for  the  past  few  years,    it  is 
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important  to  ensure  that  mortgage  credit  is  not  artificially  restricted  and  mortgage  costs 
increased  so  as  to  impede  the  effort  to  gear  up  and  at  least  approach  the  projected 
necessary  annual  levels  of  new  housing  production. 

Congress  should  be  careful  not  to  overestimate  the  capacity  of  the  suppliers  of 
conventional  funds  to  provide  sufficient  volumes  of  long-term,  fixed-rate  mortgage  funds 
as  have  been  provided  in  past  economic  post-recession  periods.  The  current  shakedown 
period  in  which  the  markets  are  evolving  should  be  handled  carefully  so  as  not  to  create 
shortages  of  mortgage  credit  at  a  time  of  unprecedented  demand. 

MBA  also  urges  Congress  to  monitor  carefully  the  status  of  commitment  activity  under 
both  the  FHA  and  GNMA-MBS  programs,  so  that  it  can  adjust  the  ceilings  higher  if  that 
becomes  necessary,  and  to  include  language  to  prevent  the  impoundment  of  credit  budget 
commitments. 


REMOVAL  OF  MORTGAGE  LOAN  PURCHASE  UMTTS  FOR  FN  MA  AND  THE  FHLMC 

MBA  urges  Congress  to  remove  the  maximum  mortgage  loan  purchase  limits  currently 
imposed  on  FNMA  and  the  FHLMC. 

Currently,  FNMA  and  the  FHLMC  may  not  purchase  loans  with  balances  greater  than  a 
legislatively  determined  maximum  dollar  amount.  Although  the  purchase  limit  is  indexed 
annually,  the  current  limit  of  $108,300  effectively  excludes  many  potential  FNMA  and 
FHLMC  purchases  in  a  significant  number  of  high  cost  areas.  FNMA  and  the  FHLMC 
package  many  of  the  loans  they  purchase  as  securities  to  be  sold  to  capital  market 
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investors  and  higher  b€ilanee  loans  would  be  acceptable  as  collateral  behind  FN  MA-  and 
FHLMC-issued  securities. 

FNMA  and  the  FHLMC  have  both  shown  a  commitment  to  provide  a  source  of  mortgage 
credit  for  a  wide  range  of  loans— both  as  to  type  and  dollar  amount.  The  average  loan 
amount  of  their  purchases  is  significantly  below  the  maximum  purchase  limit.  Nonethe- 
less, in  order  to  maintain  the  ability  of  FNMA  and  the  FHLMC  to  serve  all  geographic 
areas  equally,  and  to  expand  the  markets  for  larger  balance  loans  that  have  become  so 
prevalent  in  today's  housing  market,  these  restrictions  should  be  removed.  The  secondary 
market  is  playing  an  increasingly  dominant  role  in  providing  sources  of  investment  capital 
for  mortgage  finance.  Therefore,  it  is  imperative  that  FNMA  and  the  FHLMC  be  allowed 
to  expand  their  operations  to  address  the  finance  needs  of  purchasers  with  high  balance 
mortgages.  Potential  home  purchasers  must  rely  more  than  ever  on  access  to  long-term 
capital  markets  provided  by  institutions  such  as  FNMA  and  the  FHLMC,  because  thrift 
institutions  are  no  longer  providing  adequate  sources  of  long-term  mortgage  capital. 

In  order  for  FNMA  and  the  FHLMC  adequately  to  serve  the  needs  of  all  home  purchasers, 
the  purchase  limitations  should  be  removed.  This  would  give  purchasers  of  higher  priced 
homes  access  to  competitive  financing  in  the  capital  markets,  allowing  them,  in  turn,  to 
sell  their  lower  priced  homes  to  families  with  lower  incomes. 


PREEMPTION  OF  USUST  FOR  SECOND  MORTGAGES 

MBA   urges  the  Subcommittee   to  provide   a  Federal  usury  preemption   for   mortgages 
secured  by  a  second  lien  on  residential  real  estate,  in  the  same  fashion  as  Congress 
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enacted  the  Federal  usury  preemption,  which  now  protects  first  lien  mortgages  from 
restrictive  state  usury  laws. 

The  demand  for  second  lien  mortgage  loans  has  increased  dramatically  in  recent  years. 
From  a  market  share  of  5  percent  in  the  mid-1970s,  second  lien  mortgages  had  expanded 
to  40  percent  of  the  market  in  1981  by  a  recent  estimate  in  U.S.  Housing  Markets,  a 
publication  of  Advance  Mortgage  Corporation,  Southfield,  Michigan.  (See:  "Seconds,  A 
Snowballing  Market,"  Walter  P.  Blass,  Mortgage  Banking,  February,  1983,  pp.  25-30.)  The 
study  estimates  that  when  activity  for  1982  is  fully  reported,  second  lien  activity  by  all 
types  of  lenders  will  have  sustained  the  volume  of  approximately  $19  billion  originated  in 
1980.  MBA's  survey  of  mortgage  banking  companies  concluded  that  mortgage  bankers 
originated  $735  million  in  second  mortgage  loans  in  1981,  the  last  year  for  which  data  is 
available,  compared  to  $244  million  in  1979. 

The  rapid  increase  in  second  lien  mortgage  lending  comes  from  increased  use  of  such 
mortgages  to  facilitate  first  lien  transactions  and  from  a  desire  of  homeowners  to  borrow 
against  their  equity  without  paying  off  the  existing  first  mortgage.  More  and  more  buyers 
are  forced  to  use  second  mortgages  in  purchasing  a  home  because  the  appreciation  of 
house  prices  has  exceeded  the  family's  ability  to  save  for  a  substantial  down  payment  even 
though  the  buyers  may  have  sufficient  income  to  meet  both  first  and  second  mortgages. 
In  situations  where  existing  first  liens  carry  high  prepayment  penalities  or  carry  interest 
rates  much  lower  than  current  rates  on  new  loans,  second  mortgages  provide  a  means  by 
which  the  homebuyers  can  "refinance"  his  mortgage  investment  without  disturbing  the 
first  lien. 

Second  mortgages  are  also  used  to  provide  rehabilitation  and  repair  of  existing  residential 
reed  properties.    This  is  especially  true  in  multi-family  housing  projects.    More  and  more. 
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it  has  become  clear  that  as  housing  becomes  more  expensive,  people  are  moving  less, 
buying  fewer  "new"  homes,  and  instead,  are  repairing  what  they  own.  A  second  mortgage 
usury  preemption  would  facilitate  such  a  national  rehabilitation  effort. 

This  is  especially  important  for  the  elderly  and  retired  persons  who  have  lived  in  their 
home  for  decades  and  whose  first  mortgage  is  substantially  paid  down,  but  who  need  funds 
to  rehabilitate  their  life  long  investment. 

Second  mortgages  are  eilso  used  extensively  in  large  multi-family  housing  project 
developments  where  several  lenders  are  involved.  A  second  mortgage  preemption  would 
also  facilitate  new  multi-family  rental  housing,  which  has,  as  a  percentage  of  new 
building,  been  decreasing  rapidly  over  the  last  decade. 

Responding  to  and  encouraging  the  increased  market  demand  for  financing  based  on  home 
equity  that  does  not  disturb  an  existing,  favorable-rate  first  lien  mortgage,  FN  MA  entered 
the  secondary  market  for  second  lien  mortgages  in  late  1981.  When  FNMA  began  to  make 
commitments  to  purchase  second  lien  mortgages  at  yields  only  1/4  percentage  point 
higher  than  yields  it  required  on  first  lien  mortgages,  a  new  depth  was  brought  to  the 
secondary  market  for  second  mortgages.  Not  only  is  FNMA's  activity  helpful  to  mortgage 
originators  who  sell  to  FNMA,  but  the  presence  of  FNMA  in  the  market  has  provided 
reassurance  for  other  lenders  to  enter  the  second  lien  mortgage  business. 

In  enacting  Title  V  of  the  Depository  Institutions  Deregulation  and  Monetary  Control  Act 
of  1980  (P.L.  96-221),  which  preempted  state  usury  laws  for  first  lien  morteages,  Congress 
recognized  that  anachronistic  state  legal  limits  on  interest  rates  and  discount  points  were 
impeding  the  operation  of  the  nationwide  mortgage  market,  and  preventing  the  equal  flow 
of  mortgage  credit  to  the  Nation's  citizens.    Concerned  lest  the  rights  of  the  states  be 
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unnecessarily  preempted,  Congress  allowed  each  state  until  April  1,  1983  to  act  to  re- 
impose  usury  ceilings.  To  date,  only  13  states  have  chosen  to  act  to  reassert  jurisdiction 
over  interest  rates  on  first  lien  mortgages,  and  none  of  them  has  acted  in  a  manner 
significantly  detrimental  to  the  market. 

The  impediments  which  interfered  with  the  nationwide  market  for  first  mortgage 
financing  continue  to  interfere  with  second  mortgage  borrowing.  Eighteen  states 
specifically  limit  second  mortgage  rates;  the  remaining  states  have  a  variety  of  laws 
restricting  borrowing  charges.  As  with  first  mortgages,  such  laws  should  be  set  aside, 
with,  of  course,  the  authority  reserved  to  the  states  to  reconsider  imposing  usury  limits  if 
any  wishes  to  do  so. 


1983  AUTHORIZATION  LEGISLATION  FOR  THE  DEPARTMENT  OF  HOUSING 
AND  URBAN  DEVELOPMENT  PROGRAMS 

The  Administration's  proposals  provide  for  funding  authorizations  for  housing  and  related 
programs  for  HUD,  as  well  as  program  extensions,  and  are  embodied  in  S  644,  the 
"Housing  and  Community  Development  Act  of  1983." 

Following  are  MBA's  recommendations  with  respect  to  various  sections  of  the  proposed 
legislation. 
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LOW  INCOME  HOUSING 

Section  102  would  authorize  a  new  Rental  Rehabilitation  program  designed  to  work  in 
conjunction  with  the  proposed  Section  8  Housing  Payment  Certificate  (HPC)  program 
found  in  Section  204.  Proposed  funding  at  $150  million  would  be  allocated  on  a  needs 
basis  to  local  and  state  governments  that  can  make  the  funds  available  to  multi-family 
project  owners  willing  to  match  those  funds  to  rehabilitate  their  projects.  This  proposal 
would  replace  the  Section  312  rehabilitation  program  and  the  Section  8  moderate 
rehabilitation  program. 

MBA  has  serious  concerns  regarding  aspects  of  Sections  102  and  204.  First,  the  funding 
level  proposed  is  insufficient,  even  considering  that  it  is  designed  to  leverage  matching 
funds.  Second,  the  formula  for  determining  projects  eligible  for  assistance  will  tend  to 
concentrate  these  projects  in  depressed  areas.  Third,  the  HPC  is  not  attached  to  the  unit. 
If  a  tenant  chooses  to  exercise  the  option  allowed  under  the  program  to  take  the  HPC  and 
go  elsewhere,  MBA  has  real  concerns  for  the  continued  financial  soundness  of  the  project. 
It  may  be  extremely  difficult  to  attract  non-subsidized  tenants  to  a  project  principally 
occupied  by  subsidized  tenants,  even  though  the  performance  standeird  on  after-rehabilita- 
tion rents  requires  project  rents  to  be  in  line  with  fair  market  rents  in  the  area. 

Localities  or  states  participating  in  this  program  will  need  to  be  quite  sophisticated  to 
perform  the  neighborhood  analyses  required  by  the  performance  standards.  We  fear, 
therefore,  that  only  the  governments  with  sophisticated  resources  will  be  able  to  compete 
successfully  for  the  very  limited  funding.  While  this  may  make  sense  from  a  marketing 
and  financial  soundness  viewpoint,  it  will  not  target  funds  to  many  less  sophisticated 
localities,  whose  housing  needs  may  be  just  as  great  or  greater.  Furthermore,  the 
program  can  help  only  those  communities  that  have  a  stock  of  housing  that  is  suitable  for 
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rehabilitation— if  the  housing  stock  is  beyond  repair  considering  the  financial  restraints, 
or  a  supply  of  multi-family  housing  simply  does  not  exist,  this  program  will  do  nothing  to 
address  those  needs.  A  multi-family  production  program  for  new  construction  must  be 
developed  to  address  housing  needs  in  these  situations. 

MBA  believes  a  program  to  assist  the  construction  of  multifamily  rental  housing, 
administered  by  HUD,  is  necessary  to  provide  an  adequate  supply  of  rental  housing  in 
those  areas  of  the  country  experiencing  low  vacancy  rates.  MBA  urges  Congress  to  enact 
a  multi-family  rental  housing  production  program  as  part  of  the  1983  HUD  authorizing 
legislation. 


EXTENSION  OF  FHA  MORTGAGE  INSURANCE  AUTHORITY 

Section  301  would  extend  the  insuring  authority  for  most  of  the  FHA  programs  for  two 
years. 

MBA  supports  the  two  year  extension.  Congressional  practice  for  the  past  few  years  has 
been  to  provide  for  a  one  year  extension.  MBA  urges  this  Subcommittee  and  the  Congress 
to  enact  the  two  year  extension  of  these  programs  as  provided  in  Section  301  so  as  to 
diminish  the  possibility  of  FHA's  insuring  authority  from  lapsing  and  disrupting  the 
markets,  as  has  occurred  in  the  recent  past. 
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SECTION  235 

Section  301  does  not  extend  the  Section  235(i)  home  ownership  assistance  program  for 
lower  income  families. 

MBA  supports  an  extension  of  this  pr<^am  and  urges  a  modest  level  of  funding  for  this 
program  for  FY  1983.  The  Section  235(i)  program  is  a  useful,  efficient  means  of  providing 
homeownership  assistance  to  low-income  families  that  has  worked  well  in  the  past. 


PROPOSED  EUMINATION  OF  INSURING  AUTHORITY  FOR  NURSING  HOMES 

AND  HOSPITAi;S 

Section  301  does  not  include  extensions  for  the  FHA  Section  232  nursing  home  and  the 
Section  242  hospital  insurance  programs.  The  rationale  propounded  by  HUD  is  that  the 
private  market  can  meet  these  financing  needs  for  both  nursing  homes  and  hospitals,  and, 
further,  that  only  a  very  limited  need  exists  for  financing  hospitals.  This  is  simply  not  the 
case. 

MBA  urges  the  extension  of  authority  to  insure  under  the  FHA  Section  232  nursing  home 
and  Section  242  hospital  programs.  Insurance  written  under  these  programs  has  provided  a 
worthwhile  and  necessary  source  of  financing  for  nursing  homes  and  hospitals  that  tire,  for 
the  most  part,  located  in  urban  and  rural  areas.  This  has  not  resulted  from  any  intentional 
targeting,  but  rather,  because  private  entities  have  not  provided  financing  in  these  areas 
where  profits  wiU  not  be  as  high  as  elsewhere.  A  much  higher  proportion  of  the  patients 
in  projects  insured  under  Sections  232  and  242  are  Medicare  and  Medicaid  recipients  than 
in  most  privately  financed  projects.     Many  of  FHA-insured  nursing  homes  and  hospitals 
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offer  free  or  reduced-cost  care,  because  they  are  located  in  areas  where  the  patients  are 
largely  from  low-income  families.  Obviously,  this  community  oriented  service  cuts  into 
profits.  In  fact,  many  of  these  projects  are  owned  and  operated  as  non-profit  institutions 
by  religious  or  other  community  oriented  organizations.  This  health  care  would  not  be 
available  without  federally  insured  financing,  which  serves  to  lower  interest  costs  and 
ensure  that  fineincing  can  be  secured. 

The  Section  232  and  242  programs  are  not  subsidized  and  are  actuarially  sound.  Without 
the  availability  of  these  programs,  many  of  these  projects  either  would  not  be  viable,  or  if 
financed,  would  cost  more.  Ironically,  much  of  the  potential  added  cost  would  be  picited 
up  by  the  Federal  government,  because  so  great  a  percentage  of  the  patient  population  in 
these  nursing  homes  and  hospitals  qualify  for  Medicare  and  Medicaid. 


FHA  CO-INSURANCE 

Section  301(h)(1)  would  also  eliminate  the  current  limit  on  the  amount  of  mortgages  that 
may  be  insured  by  FHA  on  a  co-insured  basis. 

MBA  supports  this  provision.    Implementation  of  the  proposed  multi-family  co-insurance 
program  wiU  spur  demand,  and  this  limitation  should  thus  be  removed. 


HUD  RESEARCH 


Section  203  provides  $18  billion  in  funding  for  HUD  research. 
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MBA  recommends  funding  of  research  at  this  level. 

FREE  FHA/VA  INTEREST  RATE 

Section  306  would  allow  mortgages  insured  under  most  FHA  programs  to  bear  an  interest 
rate  and  discount  points  agreed  upon  by  the  borrower  and  lender. 

MBA  supports  this  section.  Under  current  law,  the  maximum  interest  rate  allowable  on  a 
mortgage  insured  by  the  FHA  is  fixed  by  the  Secretary  of  HUD.  Customarily,  the  VA 
follows  HUD's  lead  and  sets  the  same  maximum  rate  for  VA-guaranteed  mortgages.  In  the 
early  1950s,  Congress  enacted  legislation  to  fix  interest  rates  and  to  ban  discount  points. 
The  result  was  a  coUapse  of  the  FHA/VA  portion  of  the  mortgage  market,  and  the  law  was 
repealed. 

The  setting  of  a  maximum  interest  rate  by  the  HUD  Secretary  harkens  back  to  an  earlier 
era  in  America's  financial  history  when  residential  mortgage  markets  were  highly  local- 
ized and  sometimes  dominated  by  a  few  suppliers  of  mortgage  credit.  Possibility  for 
abuse  existed,  and  the  Federal  government,  in  the  FHA  and  VA  mortgage  insurance  and 
guaranty  programs,  acted  in  a  fashion  similar  to  state  governments  and  set  maximum 
interest  rate  ceilings.  This  Federal  and  state  system  of  interest/usury  ceilings  was  not  a 
problem  as  long  as  market  rates  remained  below  the  ceilings.  However,  the  volatility  of 
interest  rates  in  the  latter  part  of  the  1970s  turned  this  restrictive  system  of  interest  rate 
limitation,  into  a  hangman's  noose  around  the  neck  of  the  housing  and  mortgage  finance 
industries. 
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Congress  recognized  this,  at  least  as  far  as  state  mortgage  usury  ceilings  were  concerned, 
and  preempted  those  laws  as  part  of  the  Depository  Institutions  Deregulation  and  Mone- 
tary Control  Act  of  1980  (P.L.  96-221).  MBA  believes  the  time  has  arrived  for  Congress  to 
complete  the  task  of  reforming  the  law  by  repealing  all  artificial  restrictions  on  interest 
rates  for  FHA  and  VA  mortgages. 

The  Federal  preemption  of  state  usury  ceilings  has  been  in  force  for  three  years.  Only  a 
handful  of  states  have  overridden  the  preemption.  To  date,  there  have  been  no  widely 
reported  and  documented  instances  of  abuse  or  charges  of  substantially  above  market 
interest  rates  by  mortgage  lenders.  As  we  maintained  to  the  Congress  in  testimony  on 
this  issue  in  1979  and  prior  years,  the  market  forces  of  supply  and  demand,  together  with 
the  national  linkage  of  all  local  mortgage  markets,  ensures  that  no  single  lender  or  group 
of  lenders  in  any  locality  or  region  could  demand  and  receive  mortgage  interest  rates 
substantially  above  the  market  rate.  The  same  is  true  for  FHA  and  VA  loans. 

MBA  urges  Congress  to  free  the  FHA  rate  from  any  statutory  maximum  limitation  and  to 
allow  all  FHA-insured  mortgages  to  bear  an  interest  rate  and  points  as  agreed  upon  by  the 
borrower  and  the  lender,  without  any  maximum  set  by  the  HUD  Secretary.  Adoption  of  a 
free  FHA  interest  rate  would  effectively  substitute  the  market  forces  of  supply  and 
demand  for  the  current  artficial  restriction  on  interest  rates  for  FHA-insured  loans,  and 
would  improve  the  viability  of  the  program. 

Section  306  does  not  extend  the  free  FHA  rate  to  the  Section  245,  graduated  payment 
mortgage  (GPM)  program.  MBA  believes  that  Section  306  should  cover  this  as  well  as  any 
newly  authorized  insurance  programs,  unless  the  programs  are  specifically  designed  to  be 
subsidized  programs  where  HUD  must  protect  its  funding  interests  and  impose  interest 
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limits.  GPM  borrowers  do  not  need  to  be  singled  out  for  interest  rate  protection  and  MBA 
urges  that  this  program  be  included  under  Section  306. 

The  Housing  and  Community  Development  Act  of  1980  (P.L.  96-399)  authorized  the  HUD 
Secretary  to  set  up  a  negotiated  interest  rate  demonstration  program  for  FHA-insured 
mortgages.  The  negotiated  interest  rate  program,  implemented  by  HUD  this  past  year, 
has  proven  to  be  a  success.  The  limits  imposed  under  the  demonstration  program  are 
about  to  be  reached,  however.  In  our  judgment,  a  free  FHA  rate  is  clearly  superior  to  the 
negotiated  rate  alternative.  Until  the  free  FHA  rate  is  adopted,  however,  we  would  urge 
Congress  to  remove  the  limit  on  the  number  of  loans  eligible  for  participation  in  the 
negotiated  rate  program. 

This  points  out  the  difficulties  and  complications  that  result  when  Congress  attempts, 
through  legislation,  to  impose  artifical  restrictions  on  free  market  transactions  that  take 
place  in  a  volatile  environment.  We  urge  Congress  to  enact  Section  306  and  remove  all 
interest  ceilings  on  FHA-insured  loans. 


MULTI-FAMILY  MORTGAGE  FORECLOSURE 

Section  307  would  remove  the  requirement  that  under  certain  circumstances,  any 
purchaser  of  a  multi-family  project  acquired  under  the  Multi-family  Mortgage  Foreclosure 
Act  of  1981  must  continue  to  operate  the  project  in  accordance  with  the  programs  under 
which  it  had  previously  been  insured.  The  section  would  leave  the  HUD  Secretary  with 
authority  to  make  such  a  requirement  a  condition  with  regard  to  any  project  the  Secretary 
determined  to  be  appropriate  for  such  treatment. 


585 


MBA  urges  adoption  of  Section  307.  Expanding  the  discretion  given  to  the  Secretary  will 
increase  the  efficiency  with  which  the  Multi-family  Mortgage  Foreclosure  Act  can 
operate,  while  at  the  same  time  protecting  the  interests  of  tenants  in  appropriate  cases. 


MORTGAGE  INSURANCE  PREMIUM 

Section  308  would  amend  the  pertinent  sections  of  the  National  Housing  Act  to  increase 
the  single  family  maximum  mortgage  amount  by  the  amount  of  the  up  front  mortgage 
insurance  premium  (MIP)  soon  to  be  required.  The  change  is  designed  to  implement  the 
decision  made  by  Congress  in  P.L.  97-253,  the  1982  Omnibus  Budget  Reconciliation  Act, 
to  permit  single,  up  front  FHA  mortgage  insurance  premiums  to  be  collected  at  the  same 
time  the  loan  is  closed,  and  to  be  added  to  the  allowable  maximum  mortgage  amount 
irrespective  of  whether  that  amount  results  from  the  dollar  amount  of  the  loan  or  from 
the  loan-to-value  ratio.  The  proposal  would  allow  the  loan-to-value  ratio  to  rise  above 
100  percent  in  those  instances  where  borrowers  made  the  minimum  downpayment. 

Section  308(g)  retains  the  protective  language  of  the  existing  law  dictating  that  the 
upfront  premium  provision  may  be  implemented  only  if  it  does  not  threaten  the  actuarial 
soundness  of  the  FHA  programs. 

MBA  supports  the  technical  amendments  embodied  in  this  provision. 


19-999    0-83- 
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FORECLOSURE  UNDER  THE  MULTI-FAMILY  COINSURANCE  PROGRAM 

Section  309  would  allow  private  lenders  who  have  coinsured  multi-family  mortgages  to 
foreclose  such  mortgages  when  they  are  in  default,  with  the  authority  now  reserved  only 
for  the  HUD  Secretary  to  ignore  inhibitive  state  laws  pursuant  to  the  Multi-family 
Mortgage  Foreclosure  Act  of  1981.  The  section  would  continue  the  requirement  that  the 
Secretary  be  the  guarantor  of  any  misconduct  on  the  part  of  the  foreclosure  commissioner 
appointed  to  conduct  the  foreclosure  under  the  act. 

MBA  supports  Section  309.  Allowing  the  coinsured  lender  to  initiate  and  conduct  the 
foreclosure  procedure  under  the  Multi-family  Foreclosure  Act  will  reduce  delays  and  costs 
which  must  ultimately  be  absorbed  by  the  FHA  insurance  programs. 

It  is  not  clear  from  the  section  that  the  coinsuring  lender  will  be  held  harmless  for  claims 
not  based  on  wiUful  or  gross  negligence,  or  misconduct  of  the  coinsuring  lender. 
Clarifying  that  a  careful  lender  wiU  not  be  held  responsible  for  claims  from  third  parties 
would  increase  the  effectiveness  of  the  section. 


MANUFACTURED  HOUSING 


Section  311  increases  the  maximum  loan  limits  for  manufactured  homes  and  lots.  Section 
312  authorizes  refinancing  for  meinufactured  homes. 

MBA  supports  these  provisions.  Manufactured  housing  offers  a  viable,  affordable  housing 
option  to  low-  and  moderate-income  families,  and  we  encourage  greater  opportunities  for 
this  type  of  housing.   MBA  believes  that  manufactured  housing  should  not  be  discriminated 
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against  so  long  as  it  meets  the  National  Manufactured  Housing  Construction  and  Safety 
Standards. 


FHA  DOWNPAYMENT 

Section  313  would  amend  the  downpayment  requirement  for  the  FHA  Section  203(b)(2) 
program.  The  proposal  would  require  a  3  percent  downpayment  for  the  first  $50,000  of  a 
mortgage  and  10  percent  for  the  balance  up  to  the  FHA  maximum.  Currently,  FHA 
requires  a  downpayment  totalling  3  percent  of  the  first  $25,000  and  5  percent  of  the 
balance. 

MBA  strongly  opposes  this  change,  as  we  noted  at  the  beginning  of  our  testimony.  This 
change  will  decrease  the  downpayment  to  a  moderate-income  homebuyer  by  no  more  than 
$500,  while  increasing  downpayments  by  as  much  as  $1500  for  homes  priced  up  to  the  FHA 
high-cost  area  maximum.  The  change  makes  no  allowance  whatsoever  for  regional  price 
differences.  While  purporting  to  ease  requirements  for  "moderate-priced  dwellings,"  the 
proposal  simply  sets  an  arbitrary  limit  of  $50,000  to  qualify  for  the  3  percent  downpay- 
ment. While  $50,000  may  cover  a  modestly-priced  dwelling  in  some  regions,  in  other 
areas  this  would  purchase  a  more  luxurious  home.  In  high-cost  areas,  virtually  no  homes 
would  fall  within  this  range.  Increasing  the  downpayment  requirement  for  mortgages  over 
$50,000  thus  discriminates  against  principally  urban  and  suburban  moderate-income 
homebuyers  who,  by  happenstance,  live  in  high-cost  areas. 

Furthermore,  MBA  has  serious  concerns  regarding  the  impact  of  this  proposal,  if  adopted, 
on  the  actuarial  soundness  of  the  FHA  mortgage  insurance  funds.  Loans  on  homes  priced 
at  the  lower  end  of  the  scale  are  often  riskier  mortgages,  for  a  variety  of  reasons.    The 
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homes  are  usually  located  in  communities  where  prices  are  not  appreciating  at  the  same 
rate  as  higher-priced,  or  newer  neighborhoods.  Appreciation  in  a  home's  value  reduces  the 
risk  to  the  mortgage  insurer— in  this  instance,  FHA.  First,  if  the  home  has  appreciated 
substantially,  the  borrower  will  try  to  protect  the  additional  value  represented  by 
appreciation  and  paid-in  equity.  Where  the  borrower  defaults,  there  is  a  greater 
likelihood  that  the  borrower  will  attempt  to  sell  the  home  to  protect  his  or  her  financial 
interest  and  recoup  the  added  value.  In  the  event  that  the  mortgage  on  the  home  is 
foreclosed,  and  FHA  must  pay  on  a  claim,  if  the  home  has  appreciated  in  value  and  can  be 
sold  to  cover  the  mortgage  balance  plus  foreclosure  costs,  FHA  suffers  no  loss. 

Where  the  home  has  not  appreciated,  or  in  instances  where  the  borrower  has  little  or  no 
equity,  there  is  no  incentive  to  avoid  default  and  foreclosure.  If  FHA  insures  more  homes 
where  this  situation  might  exist,  then  the  FHA  can  expect  to  pay  more  claims  than  it  does 
presently. 

The  current  claims  rate  for  the  Section  203(b)  program  is  6.9  percent,  while  the  loss  ratio 
is  51.6  percent.  This  means  that  of  the  loans  originated  in  a  given  year,  lenders  will 
present  a  claim  for  payment  due  to  a  default  on  6.9  percent  of  those  loans  and  that  HUD 
will  make  a  finsd  payment  to  resolve  those  claims  totalling  an  average  of  51.6  percent  of 
the  mortgage  balance.  If  FHA  moves  towards  riskier  loans,  then  not  only  will  there  be  a 
real  possibility  that  the  claims  rate  itself  will  increase,  but  also  that  the  loss  ratio  will 
skyrocket.  This  could  have  a  devastating  impact  on  the  actuarial  soundness  of  the  Mutual 
Mortgage  Insurance  Fund. 

This  is  particularly  true  if  prospective  borrowers  on  higher-priced  homes,  which  can  be 
expected  to  appreciate  faster,  do  not  choose  the  FHA  insurance  option  because  its  chief 
attraction— the  low  downpayment— has  been  removed.    Not  only  would  the  FHA  insurance 
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funds  suffer  from  potentially  greater  losses  on  riskier  properties,  but  the  insurance  funds 
could  no  longer  attract  premiums  from  loans  on  less  risky  properties. 

MBA  is  also  concerned  that  when  this  provision,  if  enacted,  is  combined  with  the  option 
offered  to  include  the  up  front  FHA  mortgage  insurance  premium  (MIP)  in  the  mortgage 
amount,  more  loans  will  carry  loan-to-value  ratios  up  to  100  percent  of  the  home's  value. 
This  could  further  exacerbate  the  potential  risk  to  the  actuarial  soundness  of  the  FHA 
insurance  funds.  In  light  of  the  fact  that  there  has  been  insufficient  time  to  analyze  the 
impact  of  the  yet-to-be-implemented  up  front  MIP,  MBA  cautions  against  moving  too 
rapidly  to  a  system  that  would  increase  the  number  of  FHA  homes  that  would  be  insured 
at  100  percent  of  their  purchase  price. 

The  FHA  non-subsidized  program  has  operated  on  an  actuarially  sound  basis  for  nearly  50 
years.  MBA  opposes  this  proposed  change  in  the  downpayment  schedule  because  of  its 
potential  to  alter  the  actuarial  soundness  of  the  insurance  funds,  and  turn  these  programs 
into  programs  that  not  only  would  not  pay  their  way,  but  might  cost  the  Federal 
government  money  because  of  increased  claims. 


NON-OWNER  OCCUPIED  SINGLE  FAMILY   MORTGAGES 

Section  314  would  amend  current  mortgage  limits  on  single  family  FHA-insured  mortgages 
on  non-owner  occupied  homes.  The  amendment  would  set  mortgage  limits  for  investor- 
owned  dwellings  at  the  lesser  of  85  percent  of  the  loan-to-value  ratio  or  the  same  dollar 
amount  limits  as  for  owner-occupied  dwellings. 
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MBA  supports  this  provision.  It  will  encourage  an  increased  supply  of  moderately  priced 
rental  housing  by  providing  a  more  flexible  means  of  financing  for  owners  of  rental 
housing.  This  proposed  amendment  complements  the  changes  in  depreciation  that 
Congress  enacted,  as  part  of  the  Economic  Recovery  Tax  Act  of  1981  (P.L.  97-34),  which 
permit  newly  acquired  residential  rental  housing  to  be  depreciated  over  a  maximum  15 
year  period.  This  relatively  short  depreciation  period  encourages  investment  in  residen- 
tial rental  housing  and  the  proposed  amendment  will  complement  that  encouragement. 


INCREASE  IN  MORTGAGE  INSURANCE  PREMIUMS 

Section  315  would  authorize  the  HUD  Secretary  to  charge  different  insurance  premiums 
for  riskier  programs,  than  would  be  charged  for  fixed-rate,  level  payment  FHA-insured 
mortgages.  Section  315  would  authorize  the  Secretary  to  charge  an  insurance  premium  on 
a  program-by-program  basis,  up  to  three  percent  per  annum.  The  across-the-board 
maximum  premium  permitted  under  current  law  and  for  the  past  50  years,  has  been  one 
percent  per  annum. 

MBA  strongly  opposes  Section  315.  The  Mutual  Mortgage  Insurance  Fund,  which  has  been 
operating  on  an  actuarially  sound  basis,  is  solvent  and  has  significant  reserves  at  the 
present  time.  Past  collection  of  mortgage  insurance  premiums,  therefore,  show  no 
justification  for  an  increase  to  three  percent. 

MBA  recognizes  that  experimental  mortgage  programs  may  initially  require  higher 
premiums  than  fixed  payment  mortgages,  because  they  appear  to  be  riskier  and  because 
there  is  little  or  no  actuarial  experience  to  establish  an  anticipated  claims  rate.  If  the 
Administration  has  in  mind  some  new  program   not  currently  covered  by  the   Mutual 
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Mortgage  Insurance  Fund,  the  request  for  additional  premium  authority  should  be 
explicitly  tied  to  that  program,  and  the  request  for  authority  for  programs  should  not  be 
made  in  the  abstract. 

There  are  other  insurance  funds  under  the  FHA  insurance  pr<^ams,  such  as  the  General 
Insurance  Fund.  These  were  not  intended  to  be  operated  on  an  "actuarially  sound  basis," 
but  only  on  an  "economically  justifiable  basis."  These  were  not  intended  to  be  supported 
totally  from  insurance  premiums,  and  if  a  change  in  the  basic  concept  of  these  non- 
actuarially  sound  funds  is  needed,  HUD  should  request  specific  and  clear  changes. 


PAYMENT  OF  CLAIMS  WTTHODT  HUD  ACQUISITION  OF  TITLE 

Section  317  would  authorize  HUD  to  pay  single  family  claims  without  acquisition  of  title 
to  the  property  when  the  mortgage  is  in  default.  Under  current  law,  HUD  must  acquire 
title  to  each  property  subsequent  to  a  claim,  must  care  for  the  property,  and  ultimately 
must  dispose  of  it.  The  administrative  burden  on  HUD  of  managing  acquired  properties 
has  been  great. 

MBA  supports  this  provision.  To  the  extent  private  interests  believe  they  can  economic- 
ally recycle  foreclosed  property,  as  indicated  by  their  bids  at  foreclosure,  they  should  be 
allowed  to  do  so,  and  HUD  should  be  freed  of  this  costly  administrative  burden. 
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DBCRETIONARY  RENT  REGULATION 

Section  318  would  grant  the  Secretary  discretionary  authority  to  regulate  rents  in  FHA- 
insured,  unsubsidized,  multi-family  rental  projects,  rather  than  mandate  such  regulation 
as  current  law  provides. 

MBA  supports  this  authority  for  the  Secretary.  Rent  control,  no  matter  what  level  of 
government  imposes  it,  is  a  substitution  of  artificial  price  levels  set  by  government  fiat 
for  the  free  market  forces  of  supply  and  demand.  The  distortion  that  results  inevitably 
works  to  the  detriment  of  the  tenants  because  the  incentive  for  owners  to  maintain  their 
rental  projects  is  diminished,  and  potential  investors  are  discouraged  from  investing  in 
either  existing  or  newly  constructed  rental  housing. 


MANUFACTURED  HOME  PARKS  FOR  THE  ELDERLY 

Section  319  would  amend  current  law  to  permit  the  insurance  of  manufactured  home  parks 
designed  exclusively  for  the  elderly. 

MBA  supports  this  limited  exception  to  the  current  rule  that  requires  borrowers  to  certify 
that  they  do  not  discriminate  against  families  with  children.  Manufactured  rental  housing 
affords  the  elderly  decent,  sanitary  accommodations  at  a  reasonable  cost.  Manufactured 
home  parks  designed  exclusively  for  the  elderly  can  incorporate  a  number  of  design 
features  that  would  have  little  or  no  appeal  to  families  with  children.  MBA  believes 
mortgage  insurance  should  be  available  for  these  types  of  home  parks. 
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REFINANCING  FOR  SUBSTANTIAL  REHABIUrATION 

Section  320  would  amend  the  limits  on  mortgages  for  substantisd  rehabilitation  of  multi- 
family  rental  properties  with  existing  FHA-insured  mortgages. 

MBA  supports  this  provision  as  a  means  of  promoting  the  rehabilitation  of  existing  multi- 
family  rental  housing  and  upgrading  the  Nation's  rental  housing  stock.  The  current  limit  is 
90  percent  of  the  sum  of  the  estimated  cost  of  repair  plus  the  existing  indebtedness. 
Section  311  would  change  the  existing  indebtedness  portion  of  the  formula  to  the  value  of 
the  property  before  rehabilitation.  This  provision  could  prove  particularly  useful  in  those 
cities  with  a  rental  housing  stock  that  is  basically  sound,  but  in  need  of  rehabilitation,  by 
offering  owners,  who  have  maintained  their  properties  and  thus  preserved  the  value,  a 
more  flexible  means  of  financing  the  rehabilitation  and  refinancing  the  existing  debt. 


ASSIGNMENT  OF  SECTION  221(gX4)  MORTGAGES  TO  GNMA 

Section  321  permits  lenders  to  assign  Section  221(g)(4)   mortgages  directly   to  GNMA 
rather  than  HUD. 

MBA  supports  this  provision,  because  it  reduces  administrative  red  tape  by  bypassing  the 
assignment  to  HUD,  which  must  then  reassign  the  mortgage  to  GNMA. 
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SECTION  221  BUT-BACK 

Seetion  322  amends  Section  221(g)(4)  to  eliminate  the  "buy-back"  feature  of  the  program, 
which  currently  permits  lenders  in  the  20th  year  of  a  loan  to  exchange  the  mortgage  for 
debentures  at  the  market  rate  for  the  outstanding  loan  balance. 

MBA  opposes  this  provision.  Section  221(g)(4)  assists  in  attracting  investors  in  HUD 
insured  project  mortgages.  This  20  year  buy-back  provision  eilso  benefits  HUD,  because 
investors  are  willing  to  pay  higher  prices  for  project  loans  being  sold  in  the  GN  MA  project 
loan  auctions.  If  the  loan  has  the  221(g)(4)  provision,  this  gives  investors  the  option  to 
seek  a  buy-back  or  sillow  project  loans  to  run  for  a  longer  term,  and  they  will  thus  pay 
more  for  this  option. 


MORTGAGE  INSURANCE  FOR  CONDOMINIUMS 

Section  323  would  eliminate  the  conditions  contained  in  current  law  that  must  be  met 
before  HUD  may  insure  mortgages  on  individusil  condominium  units,  and  simply  permit 
mortgage  insurance  on  a  condominium  unit  in  a  project  that  has  been  approved  by  the 
Secretary. 

MBA  supports  this  provision  as  facilitating  the  use  of  FHA  mortgage  insurance  for  the 
acquisition  of  condominium  units.  This  provision  will  permit  FHA  better  to  serve 
moderate-income  homebuyers,  who  make  up  a  substantial  percentage  of  all  condominium 
purchasers,  by  making  FHA  mortgage  insurance  more  readily  available  for  condominium 
purchases. 
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ALTERNATIVE  MORTGAGE  INSTRUMENTS 


Graduated  Payment  Mortgages  (GPMs). 

Section  324  would  amend  existing  authority  for  HUD  to  insure  GPMs  by  consolidating 
existing  sections  and  extending  GPM  authority  to  multi-family  mortgages. 

MBA  supports  this  provision.  The  proposal  deletes  the  "credit  elsewhere"  and  "first-time" 
homebuyer  requirements,  both  of  which  are  administratively  burdensome  to  satisfy.  The 
provision  also  removes  the  restriction  on  how  many  GPM  loans  may  be  originated.  The 
GPM  program  has  been  a  great  success  in  making  mortgage  credit  affordable,  and  these 
changes  will  expand  these  opportunities  to  more  families. 

MBA  supports  extending  GPM  authority  to  multi-family  projects.  Because  there  are  no 
proposals  in  S  644  for  a  multi-family  new  construction  rental  housing  program,  the  private 
sector  should  be  given  as  many  alternatives  for  financing  this  type  of  property  with  the 
hope  that  private  financing  can  affordably  support  production  of  new  units. 

Adjustable  Rate  Mortgages  (ARMs). 

Section  325  would  authorize  single  family  ARMs. 

MBA  supports  an  authorization  for  an  FHA  ARM  program.  The  proposed  interest  rate 
adjustment  "cap"  is  too  restrictive,  however,  and  wiU  inhibit  use  of  the  program.  MBA 
proposes  that  more  than  one  plan  be  developed,  so  that  borrowers  can  choose  a  financing 
mechanism  tailored  to  their  means,  and  so  that  lenders  can  price  the  various  interest 
adjustment  methods  according  to  the  interest  rate  protection  accorded  to  the  lender. 
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Shared  Appreeiation  Mortgages  (SAMs). 

Section  325  authorizes  an  FHA  SAM  program  for  single-family  loans.  Section  327 
authorizes  an  FHA  SAM  program  for  multi-family  projects. 

MBA  supports  both  Sections  326  and  327.  While  we  do  not  believe  that  there  wiU  be  much 
demand  for  a  single  family  SAM  program,  based  on  the  lack  of  interest  in  private  efforts 
to  frame  such  a  plan,  a  nationally  implemented  FHA  program  might  spur  more  interest. 

For  multi-family  projects,  SAM  mortgages  will  be  extremely  useful.  Many  income 
property  project  mortgages  currently  require  equity  participation  by  investors,  so  this 
section  will  expand  investor  interest.  Again,  whatever  programs  that  Congress  enacts, 
which  can  expand  private  financing  in  the  multi-family  area,  will  provide  a  much  needed 
boost. 

We  suggest,  however,  that  the  SAM  provisions  be  amended  to  permit  lenders  to  receive  a 
percentage  of  any  proceeds  that  remain  from  a  foreclosure  sale  after  the  existing 
mortgage  is  paid  off  and  the  owner  is  reimbursed  for  the  downpayment,  equal  to  the 
lender's  percent  of  appreciation  specified  in  the  SAM.  We  agree  that  no  type  of  FHA 
insurance  coverage  is  possible  for  the  lender's  portion  of  anticipated  appreciation.  In  the 
event,  however,  of  a  foreclosure  and  sale,  the  borrower  has  already  had  the  benefit  of  the 
agreement  they  made  with  the  lender  in  the  SAM,  namely  a  below  market  interest  rate. 
It  is  only  equitable  that  if  there  are  excess  proceeds  that  a  percentage  of  those  proceeds 
should  be  paid  to  the  lender  in  return  for  the  benefit  that  the  borrower  has  already 
enjoyed. 
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Further,  we  suggest  that  flexibility  be  granted  the  Secretary  with  respect  to  the  percent 
of  FHA-insured  mortgages  that  could  be  ARMs  or  SAMs.  While  the  proposed  limits  on  the 
number  of  loans  125,000  and  50,000,  respectively,  should  prove  sufficient,  it  is  possible 
that  these  mortgage  types  could  become  extremely  populsir  and,  therefore,  suggest  that 
the  Secretary  be  permitted  to  increase  these  limits  by  15  percent,  should  circumstances 
so  warrant. 

Home  Equity  Conversion  for  Elderly  Homeowners. 

Section  328  authorizes  a  demonstration  program  to  allow  elderly  homeowners  to  convert 
the  equity  in  their  homes  to  annuity  payments. 

MBA  supports  this  provision  as  another  means  of  adapting  to  the  financing  needs  of 
borrowers.  The  extremely  limited  nature  of  this  demonstration  program  with  a  limit  of 
1,000  mortgages  wiU  be  unlikely,  however,  to  produce  any  meaningful  conclusions,  even  if 
the  program  is  geographically  targeted. 


TIME  OF  PAYMENT  OF  PREMTOM  CHARGES 

Section  330  would  clarify  that  Section  530  of  the  National  Housing  Act,  which  requires 
prompt  remittance  of  mortgage  insurance  premiums  on  a  monthly  basis,  applies  only  to 
single-family  mortgages. 

This  has  been  MBA's  understanding  since  Section  530  was  enacted  and  we  urge  Congress  to 
make  this  clear  by  enacting  Section  330. 


598 

MORTGAGE  INSURANCE  FOR  INDIAN  RESERVATIONS 

Section  331  authorizes  FHA  to  insure  mortgages  on  Indian  reservations  and  Hawaiian 
home  lands. 

MBA  supports  extending  FHA  insurance  for  Indian  and  Hawaiian  properties  that  are 
subject  to  unique  claims,  which  affect  marketability.  In  Ught  of  the  increased  risk,  MBA 
supports  insuring  these  mortgages  under  the  General  Insurance  Fund. 

HOUSING  COUNSELING  ASSISTANCE 

Section  332  would  eliminate  all  funding  for  grants  under  the  Housing  Counseling  Assist- 
ance Program. 

MBA  opposes  this  elimination,  because  we  believe  that  housing  counseling  is  a  prudent 
means  for  HUD  to  safeguard  the  integrity  of  the  FHA  insurance  funds  and  for  the  Federal 
government  to  safeguard  its  investment  in  housing  assistance  and  mortgage  insurance.  We 
urge  Congress  to  fund  this  program,  even  if  at  a  reduced  level,  to  continue  this  relatively 
inexpensive  safeguard. 


PRomernoN  of  the  use  of  tax-exempt  financing 

IN  CONNECTION  WITH  FHA  COINSURANCE 

Section  333  would  amend  Section  244  to  disallow  tax-free  treatment  for  co-insurance 
loans  financed  via  tax-exempt  obligations. 
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MBA  opposes  this  provision.  HUD  has  only  recently  proposed  a  new  multi-family  co- 
insurance program  to  activate  investor  and  developer  interest  both  in  construction  of  new 
multi-famUy  projects  and  refinancing  existing  multi-family  projects.  Now  that  these  new 
programs  are  about  to  be  inaugurated,  the  ability  to  use  one  of  the  primary  financing 
tools— tax-exempt  bonds— is  about  to  be  eliminated.  There  is  no  multi-family  production 
proposal  in  this  bill.  The  multi-family  coinsurance  programs,  in  conjunction  with  tax- 
exempt  financing,  where  feasible,  make  it  possible  for  the  private  sector  to  deliver  multi- 
family  housing. 


Thank  you  for  the  opportunity  to  testify.   I  will  be  happy  to  answer  any  questions  you  may 
have. 

Senator  Tower.  Thank  you  very  much,  Mr.  Gourley.  That  com- 
pletes our  panel  presentation  and  we  will  proceed  to  questions. 
Each  member  will  be  limited  to  10  minutes. 

Mr.  Thygerson,  while  many  of  your  proposals  are  similar  to 
FNMA's,  the  major  difference  occurs  in  your  not  requesting  the 
broader  asset  power.  Did  you  consider  such  a  request  and,  if  so, 
why  aren't  you  making  the  same  request? 

Mr.  Thygerson.  We  did  consider  an  expansion  of  powers  beyond 
the  real  estate  field.  Our  position  is  that  we  have  all  we  can  do  to 
operate  within  the  real  estate  market  and  all  of  the  proposals  that 
we  have  submitted  to  the  committee  are  clearly  consistent  with  the 
Charter  Act  authority. 

I  must  confess  to  having  my  own  ideological  position  on  matters 
like  this.  When  I  was  in  graduate  school  I  wrote  a  dissertation  on 
the  impact  of  Federal  agencies  in  the  capital  markets.  One  of  my 
concerns  at  that  time  was  that  these  entities  use  their  special  ad- 
vantages, in  terms  of  financing  their  operations,  very  carefully  in 
the  market  place. 

I  have  spent  the  last  year  and  a  half  in  the  private  marketplace 
working  for  a  savings  and  loan.  One  of  the  things  that  we  were 
trying  to  do  at  that  time  was  to  use  all  of  our  ingenuity  to  attract 
money  and  then  compete  for  short  term  assets.  In  particular,  we 
were  interested  in  obtaining  consumer  loans,  construction  loans, 
anything  that  would  be  a  good  match  for  our  liabilities. 

I  must  be  careful  at  the  Federal  Home  Loan  Mortgage  Corpora- 
tion not  to  make  it  more  difficult  for  my  stockholders,  who  are  in- 
directly the  savings  and  loans,  to  achieve  the  asset  liability  match 
that  they  are  striving  to  achieve. 

If  the  corporation  were  to  compete,  for  example,  in  the  construc- 
tion loan  field  or  in  other  markets  that  involve  short  term  assets,  I 
would  be  making  it  very  difficult  for  those  institutions  to  be  viable. 

I  feel  I  have  that  responsibility.  These  are  the  stockholders  that  I 
serve.  The  board  of  directors  that  I  serve  also  has  an  obligation  to 
insure  the  viability  of  those  institutions. 
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So  one  of  the  things  that  we've  tried  to  do  is  avoid  those  markets 
where  we  would  be  in  direct  competition  with  the  corporation's 
seller  servicers,  the  commercial  banks,  and  the  savings  and  loans 
we  serve.  Since  we  do  business  as  a  pass-through  vehicle  we  are 
not,  in  effect,  competing  for  the  same  assets  that  the  institutions 
we  serve  are  trying  to  put  in  their  portfolios. 

Senator  Tower.  Thank  you.  Incidentally,  I  might  say  that  if  any 
other  panel  members  want  to  comment  on  these  questions  as  a 
result  of  a  direction  of  a  question  to  a  specific  member  of  the  panel, 
he's  free  to  do  so. 

Mr.  Maxwell.  Mr.  Chairman,  if  I  may,  I  would  like  to  make  one 
comment.  I  certainly  agree  with  my  colleague,  Mr.  Thygerson,  on 
the  proper  role  of  secondary  market  institutions  and  particularly 
FNMA  and  FHLMC. 

I  would  say  that  with  respect  to  the  broadened  asset  powers  re- 
quested by  FNMA  that  it  should  be  clearly  understood  that  these 
are  real  estate  related  and  that  the  purpose  of  these  is  to  enhance 
our  assistance  to  the  housing  market,  not  to  detract  from  it;  and 
moreover,  to  make  FNMA  a  more  solid  financial  institution  as  a 
result. 

Clearly,  this  would  be  a  small  part  of  our  operations  and  would 
be  related  to  residential  real  estate  whether  single  family  or  multi- 
family  in  every  case. 

Frankly,  I'm  surprised  that  Mr.  Thygerson  hasn't  mentioned  the 
foremost  advantage  that  FHLMC  has  over  both  FNMA  and  anyone 
in  the  private  sector  that  might  contemplate  getting  into  the  sec- 
ondary market  or  issuing  mortgage-backed  securities,  and  that  is 
the  fact  that  their  profits  are  not  taxed — they  are  not  subject  to 
Federal  income  tax. 

Senator  Tower.  Let  me  ask  both  of  you,  Mr.  Maxwell  and  Mr. 
Thygerson,  just  recently  we've  seen  the  rebirth  of  a  private  second- 
ary mortgage  market  and  there's  some  indications  that  other  play- 
ers might  enter  the  field.  This  activity  occurs  mainly  in  higher 
valued  mortgages  that  aren't  currently  served  by  FNMA  or 
FHLMC. 

If  we  raise  or  remove  the  limits  on  the  mortgages  you  can  pur- 
chase, won't  we  risk  snuffing  this  private  activity  out  because  of 
the  agency  advantages  that  you  have  in  the  securities  market? 

Mr.  Thygerson.  Mr.  Chairman,  on  this  issue  we  believe  we  are 
speaking  on  behalf  of  the  housing  market  we  are  trying  to  serve. 
The  homebuilders,  real  estate  brokers,  and  lenders  have  encour- 
aged us  to  move  forward  on  this  proposal.  It  would  appear  that  the 
marketplace  is  facing  a  two-tier  system.  Mortage  loans  below  the 
corporation's  ceiling  are  easily  traded  in  the  secondary  market, 
while  these  above  the  ceiling  have  limited  access.  This  two-tier 
system,  at  least  according  to  homebuilders,  real  estate  people,  and 
lenders  we  have  talked  to,  is  not  being  served  in  a  uniform  way. 

The  housing  industry  trade  groups  appearing  here  today  know 
what's  happening  in  the  marketplace  and  may  be  able  to  provide 
additional  information  on  this  issue.  They  know  what  it  means  in 
terms  of  pricing.  They  know  what  it  means  in  terms  of  ready  avail- 
ability of  credit.  It  would  appear  that  while  many  private  initia- 
tives are  beginning  they  are  not  fully  developed.  I  believe  the 
market  which  is  above  our  ceiling  is  growing,  particularly  in  high 
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cost  areas.  This  market  should  be  served  and  apparently  is  not 
being  served  properly  at  this  juncture. 

Mr.  Maxwell.  I  would  agree  with  Mr.  Thygerson.  I  think  that 
there  are  three  major  points. 

First  of  all,  the  market  is  uneven  throughout  the  country  with 
respect  to  the  price  of  housing.  For  example,  in  Senator  Trible's 
State  several  areas  cannot  be  served  by  FHLMC  and  FNMA  be- 
cause of  the  $108,300  limit. 

The  second  reason  is  that  while  these  efforts  are  underway,  it  is 
a  fact  that  other  efforts  in  the  past  have  had  some  difficulties.  For 
instance,  the  Bank  of  America's  issuance  of  mortgage-backed  secu- 
rities, which  was  in  fact  the  first  conventional  mortgage-backed  se- 
curity issue,  did  not  achieve  liquidity  because  even  the  Bank  of 
America's  guarantee  is  not  sufficient  to  satisfy  investors  as  to  the 
liquidity  of  that  instrument.  Another  organization  has  recently 
come  into  being  known  as  RFC.  Nobody  knows  the  extent  of  the 
acceptability  of  their  guarantee  except  it's  certain  that  it  will  not 
be  as  much  as  FHLMC  and  FNMA's  guarantee. 

The  third  reason  is  the  question  of  price.  We  believe  that  inclu- 
sion of  higher  balance  loans  in  mortgage-backed  securities  will  be 
an  advantage  in  the  securities  market  and  this  can  be  passed  on  to 
American  homeowners. 

I  reiterate,  Mr.  Chairman,  it  would  be  a  very  desirable  step  to 
change  the  system  so  that  the  guarantee  of  major  competitors  of 
FHLMC  and  FNMA  can  rise  to  their  level,  but  we  are  not  at  that 
point  at  this  time.  In  the  meantime  it  would  be  to  the  advantage  of 
the  market  and  to  American  home  buyers  to  raise  these  limits. 

Senator  Tower.  Mr.  Gourley,  do  you  have  any  comments  on 
that? 

Mr.  Gourley.  Yes,  sir.  The  secondary  market  very  badly  needs  a 
competitive  climate  that  would  come  from  the  ability  of  FHLMC 
and  FNMA  to  compete.  Through  the  years  we  depended  on  thrift 
institutions  and  the  life  companies  to  furnish  our  money.  As  every- 
body is  well  aware,  these  two  have  not  been  secondary  market  pro- 
viders of  funds  recently. 

As  prices  have  gone  up,  we  have  lost  the  ability  to  deal  in  higher 
loan  amounts.  We  would  have  a  place  to  sell  these  loans  if  both 
FNMA  and  the  FHLMC  entered  the  marketplace  at  a  higher  level. 
So  far  as  we're  concerned  they  could  be  unlimited,  assuming  that 
these  two  organizations  can  well  underwrite  their  loans  and  know 
where  to  stop.  We  need  them  fully  in  the  secondary  market  to 
maintain  its  overall  competitive  nature. 

The  other  institutions  that  have  come  into  the  secondary  market- 
place, as  David  says,  are  new.  They  may  be  very  successful,  and  we 
hope  they  are.  We  note  that  they  have  helped  the  competitive  cli- 
mate all  over.  Everyone  is  now  looking  at  fees  and  charges.  So  we 
like  it  and  think  housing  needs  the  competition  very  badly. 

Senator  Tower.  Mr.  Hobgood  or  Mr.  Dwire,  do  you  have  any- 
thing to  add? 

Mr.  DwiRE.  The  ABA  would  certainly  support  an  increase  in  the 
ceiling  for  the  very  reasons  that  have  been  expressed. 

There's  one  additional  thought  that  could  be  added  to  it,  and 
that  is  that  deposit  institutions  have  learned  the  hard  way  that 
you  cannot  make  long-term  assets  with  short-term  liabilities.  For 
that  purpose  and  in  order  to  prevent  the  long-term  fixed  rate  loan 
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from  totally  disappearing,  we  think  it's  very  important  that 
FHLMC  and  FNMA  remain  in  the  secondary  markets  and  that 
their  authorities  in  terms  of  limits  be  increased. 

Senator  Tower.  Thank  you.  Senator  Proxmire. 

Senator  Proxmire.  Thank  you,  Mr.  Chairman. 

Gentlemen,  I'm  sorry  I  wasn't  able  to  be  here  for  your  presenta- 
tion. Mr.  Gourley,  in  your  statement  you  stress,  I  think  very  prop- 
erly, the  appalling  problem  of  the  huge  deficits  we  face,  and  the 
effect  they  are  going  to  have  on  housing  in  particular. 

Would  you  agree  with  me  that  the  principal  reason  why  housing 
suffered  such  a  terrific,  catastrophic  drop  in  1981  and  1982  was  be- 
cause of  high  interest  rates? 

Mr.  Gourley.  Yes,  sir.  We  are  very  concerned  and  feel  that  get- 
ting the  deficit  under  control  is  an  absolute  must. 

Senator  Proxmire.  And  you  say  the  fact  is  that  the  budget  does 
not  make  enough  meaningful  cuts  in  Federal  spending,  resulting  in 
immense  deficits  in  each  of  the  next  5  fiscal  years.  Some  people 
argue  that  if  we  recover,  if  we  get  unemployment  down  from  the 
present  level  to  6  percent,  that  that  might  help  solve  the  problem. 

The  fact  is,  however,  that  because  of  the  tax  cuts,  because  of  the 
colossal  increases  in  spending  by  1988,  the  Congressional  Budget 
Office  projects  that  we  will  have  over  a  $200  billion  deficit  even 
with  a  6-percent  unemployment  rate  and  that  would  suggest  to  me 
that  it's  going  to  be  extraordinarily  difficult  for  us  to  have  any 
kind  of  recovery  in  housing. 

Is  there  anything  the  Federal  Reserve  Board  can  do  under  these 
circumstances  to  accommodate  this  kind  of  a  situation?  Supposing 
the  Federal  Reserve  Board  should  provide  some  credit  availability 
by  simply  buying  half  of  the  deficit.  They  can  do  that.  They  can 
buy  it  all  for  that  matter.  William  McChesney  Martin  used  to  tell 
us  when  Wright  Patman  would  ask  him,  "Why  doesn't  the  Federal 
Reserve  Board  just  buy  up  all  of  the  Federal  debt,"  he  said,  "Well, 
if  you  bought  it  up  it  wouldn't  be  worth  anything  when  you  got  it." 
And  I'm  afraid  that's  the  dilemma  they're  in;  is  it  not? 

Mr.  Gourley.  I  would  think  so,  but  then  I  wish  I  was  smart 
enough  to  respond  to  that. 

Senator  Proxmire.  Is  there  anything  the  Fed  can  do  under  these 
circumstances  to  hold  interest  rates  down  in  the  face  of  this  colos- 
sal deficit? 

Mr.  Gourley.  I'm  just  a  poor  mortgage  banker.  So  far  as  trying 
to  be  a 

Senator  Proxmire.  But  you're  a  good  mortgage  banker;  you  may 
not  be  a  good  Chairman  of  the  Fed. 

Mr.  Gourley.  That  job,  I  don't  envy  the  gentleman  at  all  and  to 
try  to  suggest  which  direction  he  should  take  would  be  something  I 
would  think  would  be  inappropriate  for  me,  but  getting  the  public 
confidence  in  what  the  future  holds  is  an  absolute  must.  The  prob- 
lem in  long-term  rates  as  we  see  it  is  the  concern  certainly  for  the 
future  and  what  the  deficits  will  mean,  and  until  someone  feels 
confident  that  the  deficit  is  smaller  they're  going  to  have  to  keep 
that  risk  piece  in  the  interest  rates  to  provide  for  it. 
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Senator  Tower.  I  might  suggest,  Senator  Proxmire,  we  might  get 
Volcker  up  here  to  answer  that  question.  I'd  like  to  hear  what  he 
says. 

Senator  Proxmire.  On  housing,  I  think  it  would  be  very  helpful. 

Let  me  just  ask  you  finally,  Mr.  Gourley,  when  it  comes  to  put- 
ting on  the  lather  you're  a  good  barber.  You  can  lather  up  the  face. 
When  it  comes  to  shaving  off  the  whiskers — in  other  words,  the 
answer  to  what  we  do  about  this,  how  we  get  the  deficit  back  in 
shape — you're  a  little  general  in  your  suggestions  and  gentle.  But  I 
can  t  blame  you.  But  the  chairman  of  this  committee  is  also  chair- 
man of  the  Armed  Services  Committee  and  the  outstanding 

Mr.  Gourley.  You're  warning  me  not  to  answer  your  question. 

Senator  Proxmire.  He's  the  outstanding  expert  on  it  and  he's 
done  a  good  job  over  the  years,  but  you  suggested  we  might  take  a 
good,  hard  look,  at  least  at  military  spending,  and  find  out  if  we 
can't  in  some  way  spend  money  a  little  later  or  hold  it  down.  Can 
you  be  a  little  more  specific  than  that? 

Mr.  Gourley.  No. 

Senator  Proxmire.  I  don't  blame  you. 

Mr.  Gourley.  It's  fairly  obvious  from  our  economists  and  others, 
there  are  not  a  lot  of  other  places  to  get  it  from,  so  defense  is  one 
place. 

Senator  Proxmire.  Now  if  you  talk  about  entitlement  programs, 
there  again  I  think  you  can  make  a  strong  case  for  cutting  them, 
but  cutting  them  is  the  hardest  thing  in  the  world,  as  you  know. 
Cutting  social  security  is  the  big  one.  We're  in  that  thicket  now 
and  it's  tough. 

So,  finally,  to  the  extent  that  we  cannot  make  the  cuts  that 
many  would  like  to  make,  the  one  thing  we  can  do  is  to  postpone, 
for  example,  the  third  year  of  the  tax  cut.  How  do  you  feel  about 
that? 

Mr.  Gourley.  That's  the  last  resort,  but  that  is  one  certainly  we 
would  have  to  look  at,  but  we  want  to  look  at  the  cuts  in  spending 
first. 

Senator  Proxmire.  How  about  indexing?  You  see,  in  1985  that 
would  cost  about  $40  billion  a  year  once  it  gets  underway.  That's 
the  estimate  on  it. 

Mr.  Gourley.  I  think  everything  obviously  would  have  to  get  a 
look  at.  As  far  as  I'm  concerned  I'm  not  capable  of  speaking  to 
them. 

Senator  Proxmire.  At  any  rate,  I  take  it  from  your  five-page 
statement  here  you  put  most  of  your  emphasis  on  the  deficit  and 
you  think  that  if  we're  going  to  have  a  long-term  future  for  hous- 
ing we  simply  have  to  find  a  way,  one  way  or  the  other,  however 
tough  and  painful  it  is,  to  cut  spending,  increase  revenues  some 
way  to  get  that  deficit  down;  is  that  right? 

Mr.  Gourley.  That's  right.  That's  one  of  the  reasons  we  made 
certain  that  we  didn't  look  and  ask  for  subsidies.  We  haven't  over 
the  last  couple  years  said,  "Come  on,  help  housing  by  spending 
some  money,"  because  that  adds  to  the  deficit.  So  we  tried  to  stay 
away  from  that. 

Senator  Proxmire.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Senator  Tower.  Senator  Hawkins. 
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Senator  Hawkins.  I'll  defer  to  Senator  Trible. 

Senator  Tower.  Senator  Trible. 

Senator  Trible.  Thank  you,  Mr.  Chairman. 

I  have  enjoyed  the  colloquy  about  the  general  state  of  the  econo- 
my and  I  would  simply  say  after  that  long  discussion  two  things. 

First  of  all,  in  my  judgment,  the  huge  deficits  that  we  face  are 
unacceptable  but  they  are  not  a  product  of  the  taxes  not  being  suf- 
ficiently high,  but  that  we  are  spending  too  much  money.  And 
we've  got  to  get  serious  about  holding  down  spending.  I  don't  think 
it's  appropriate  to  talk  about  increasing  taxes  beyond  the  intoler- 
able level  of  the  present  time. 

Second,  I'd  point  out,  Mr.  Gourley,  that  there  are  other  places  to 
look  than  national  defense.  It's  my  judgment  we  need  to  restrain 
the  large  defense  increases  projected  by  the  administration,  given 
our  economic  problems  and  the  budgetary  crisis  that  we  face.  But 
the  truth  is,  that  over  the  last  decade  or  the  decade  of  the  1970's  to 
be  more  precise,  defense  spending  was  cut  in  half  in  real  terms 
while  nondefense  spending  increased  dramatically.  If  we're  really 
serious  about  holding  down  the  deficit  in  the  next  fiscal  year  and 
beyond,  we're  going  to  have  to  take  a  hard  look  at  the  so-called  en- 
titlement programs  and  that's  where  substantial  savings  will  be 
made  and  it's  only  in  that  area  of  government  that  substantial  sav- 
ings can  be  made. 

Senator  Tower.  If  you're  going  to  talk  about  defense  spending 
I'm  going  to  get  down  at  that  table. 

Senator  Trible.  Having  made  that  brief  soliloquy,  let's  try  to 
generate  colloquy  here,  gentlemen. 

There's  been  some  discussion  in  the  administration  about  priva- 
tizing the  operations  of  FNMA  and  FHLMC  and  I'd  like  to  present 
this  question  to  all  the  panel  members  that  might  wish  to  respond 
because  there  may  be  some  divergent  views  on  that. 

What,  in  your  judgment,  would  be  the  rationale  for  that  propos- 
al? What  would  it  entail  and  how  would  it  offset  the  operations  of 
FHLMC  and  FNMA  and  perhaps  more  importantly  the  overall 
state  of  the  economy? 

Mr.  Thygerson.  I  go  first? 

Mr.  Maxwell.  Always. 

Mr.  Thygerson.  Thank  you.  Capitalization  of  the  corporation, 
which  would  have  taken  us  to  a  more  private  mode,  was  an  initia- 
tive that  FHLMC  brought  before  Congress  last  year.  Privatization 
to  the  Corporation  at  that  time  meant  basically  three  things.  No.  1, 
what  kind  of  powers  would  we  have  and  in  what  areas  would  we 
have  these  powers?  I  believe  that  the  proposal  at  that  time  would 
have  maintained  the  thrust  of  FNMA's  activity  in  real  estate  lend- 
ing. I  do  not  think  there  was  anything  in  that  proposal  that  would 
have  diverted  the  corporations  primary  focus  from  the  mortgage 
lending  area.  One  aspect  of  privatization  is  the  ability  to  be  respon- 
sive to  the  marketplace.  I  think  that  Mr.  Maxwell  has  indicated 
how  important  that  is. 

I  would  have  to  second  that.  It  clearly  is  important.  The  market 
that  we  are  facing  today  is  moving  so  fast  and  so  violently  and  in 
some  cases,  disruptively  that  it's  very  hard  to  keep  up.  Thus,  broad- 
er powers  make  sense. 
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The  second  thing  privatization  means  to  us  is  access  to  capital. 
We  do  not  have  access  to  common  stock  beyond  the  initial  capital- 
ization of  this  Corporation  in  1970.  Our  initial  issue  or  $100  million 
of  common  stock  is  held  by  the  12  Federal  Home  Loan  Banks.  The 
only  way  we  can  currently  finance  our  operation  is  through  re- 
tained earnings  which  the  Corporation  has  been  able  to  build  up 
over  the  years.  We  were  very  fortunate  to  gain  the  support  of  this 
committee  last  year  to  pass  legislation  authorizing  the  corporation 
to  issue  preferred  stock.  However,  this  is  a  limited  market.  In  this 
market  you  are  required  to  pay  fairly  sizable  dividends  in  order  to 
secure  additional  access  to  equity  capital. 

One  aspect  of  privatization  that  makes  a  good  deal  of  sense  is  the 
ability  to  move  into  the  capital  markets  to  attract  the  equity  capi- 
tal needed  to  leverage  the  growth  of  mortgage  operations. 

The  final  aspect  of  privatization  deals  with  the  level  of  control 
the  stockholders  and  users  have  on  the  Corporation  which  deter- 
mines how  responsive  you  can  be  to  market  changes  and  needs.  We 
have  a  Board  of  Directors,  a  very  fine  Board  of  Directors,  made  up 
of  the  three  members  of  the  Federal  Home  Loan  Bank  System 
under  our  congressional  charter.  But  as  you  know,  there  is  consid- 
erable turnover  in  that  job.  The  Board's  primary  concern  is  run- 
ning the  Federal  Home  Loan  Bank  System  and  is,  therefore  limited 
in  the  amount  of  time  which  can  be  devoted  to  directing  the  activi- 
ties of  FHLMC.  This  has  been  a  problem  historically. 

As  part  of  the  privatization  discussion,  we  need  to  address  issues 
such  as  expanding  the  board  of  directors  to  include  outside  board 
members  which  would  provide  greater  continuity  and  direction  for 
the  Corporation.  We  are  not  at  this  juncture  submitting  any  of 
these  proposals  before  this  committee,  but  I  think  these  are  the 
kinds  of  issues  which  may  eventually  need  to  be  indorsed.  We  will 
be  happy  to  work  with  the  committee  to  try  to  resolve  those  issues. 
Mr.  Maxwell.  Well,  Senator,  the  question  of  privatization  as  it 
has  been  put  forward  by  the  administration  for  the  last  2  years  is 
one  that  I  have  had  the  pleasure  of  discussing  with  them  in  some 
detail. 

FNMA's  position  is  unusual  because  it  was  part  of  the  Federal 
Government  and  it  was  brought  out  entirely,  I'm  not  sure  that  at 
the  time  it  was  really  thought  through  exactly  how  FNMA  was 
supposed  to  function.  I  think  at  that  time,  ironically,  the  effort  was 
to  get  FNMA  off  the  Federal  budget  because  the  outlays  were  too 
great,  and  to  get  social  security  onto  the  Federal  budget  so  that  the 
budget  could  have  the  benefit  of  the  positive  returns  from  social  se- 
curity. 

In  any  event,  FNMA  is  private.  We  are  owned  by  more  than 
30,000  shareholders.  We  have  65  million  shares  outstanding.  We  re- 
ceive no  tax  revenues.  Our  debt  is  not  guaranteed.  When  we  are 
fortunate  enough  to  make  some  money,  we  pay  taxes  at  the  full 
corporate  rate  of  46  percent.  We  are  private  in  every  sense  and  I 
think  probably  the  most  dramatic  way  that  I  could  say  that— and  I 
testified  to  the  full  committee  to  this  effect  a  few  weeks  ago— is 
that  we  proved  it  in  1981  by  very  nearly  going  broke,  and  I  don  t 
believe  that  if  you're  part  of  the  Government  you  can  carry  that 
off. 
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So,  I  think  that  the  question  of  how  much  more  private  FNMA 
should  be  is  one  that  we  would  like  to  address  with  this  committee, 
as  we  have  been  doing  with  the  administration.  I  believe  that  it 
would  be  a  great  mistake — and  I  think  I  have  the  facts  and  figures 
to  prove  it — to  move  FNMA  farther  away  from  its  Government  ties 
on  the  liability  side  of  its  balance  sheet  before  we  have  more  flexi- 
bility as  to  our  assets.  That's  what  happened  with  the  savings  and 
loans.  Their  liabilities  were  deregulated  before  their  assets  and  al- 
though there  were  other  problems  in  connection  with  their  long- 
term  lending  and  short-term  borrowing,  and  that  was  one  of  the 
most  serious  problems  they  confronted. 

We  have  approximately — and  I've  gotten  used  to  approximating 
in  billions  since  I've  gotten  to  FNMA — we  have  approximately  $40 
billion  of  loans  that  yield  10  percent  or  less.  Those  loans  are  going 
to  stay  on  our  books  and  they  are  going  to  be  a  drag  on  our  earn- 
ings into  the  foreseeable  future.  We  had  a  strategy  to  meet  that 
problem  but  without  Federal  subsidy.  We  haven't  had  any  bailout 
or  anjd^hing  of  that  kind  and  without  anything  of  that  kind,  it  is 
going  to  take  years,  frankly,  for  us  to  work  our  way  out  of  the  posi- 
tion that  FNMA  got  itself  into  prior  to  1981. 

I  think  that  the  other  part  of  our  strategy  is  legislative  and  that 
accounts  for  the  proposals  that  we  have  put  forward  for  the  com- 
mittee. I  think  that  the  market  ought  to  be  more  private  and  I 
think  that  what  we  have  to  concentrate  on  is  how  we  can  change 
these  institutions — FHLMC  and  FNMA  and  indeed  possibly 
GNMA — to  accommodate  the  entry  of  strong  private  entities  be- 
cause I've  said,  and  I  say  again  here  today,  that  I  don't  think 
FHLMC  and  FNMA  and  GNMA  can  serve  the  whole  needs  of  the 
secondary  market  in  housing  in  the  1980's.  That  is  precisely  what 
we  would  like  to  work  with  you  and  the  other  members  of  the  com- 
mittee to  move  forward. 

Senator  Trible.  Thank  you,  sir.  If  I  still  have  time,  are  there 
other  members  that  wish  to  tackle  that  question? 

Mr.  HoBGOOD.  Senator,  I  would  say  in  the  role  that  I  represent, 
which  would  be  an  investor  in  some  of  these  products,  I'm  not  sure 
that  the  privatization  is  the  key  issue  because  I  think,  as  was  just 
stated,  the  market  is  very  large  and  could  be  served  by  a  number 
of  institutions.  I  think  that  there  is  a  need  in  the  private  sector  to 
come  out  with  a  vehicle — maybe  the  administration's  proposal  on 
TIMS  with  certain  modifications  is  one  of  the  solutions  I  think  the 
ability  to  raise  funds  and  make  them  attractive  for  the  investor  is 
the  key  issue  because  in  the  role  of  a  pension  fund  manager  or 
foundation  manager  or  whatever  you  may  be  you  need  to  have  in- 
struments that  are  well  accepted  in  the  marketplace  and  trade-like 
instruments  that  you're  used  to  seeing,  and  I  think  this  is  some- 
thing we've  not  appropriately  addressed  and  one  that  we  are  hope- 
ful as  the  administration  works  through  TIM's  will  be,  in  order 
that  this  type  of  market — the  mortgage  market,  is  served  in  the 
same  way  as  any  of  our  corporate  bonds  would  be.  This  is  some- 
thing I  would  be  very  supportive  of,  but  I'm  not  sure  just  the  priva- 
tization of  these  Government  entities  would  answer  the  question. 

Mr.  GouRLEY.  Senator,  one  thing  I  might  add,  to  the  extent 
broader  powers  are  needed  and  privatization  would  give  broader 
power,  it  would  help  the  functioning  of  the  secondary  market  and 
to  that  extent  we  certainly  would  support  it. 
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Senator  Trible.  Well,  I  thank  you.  I  just  got  a  little  note  saying, 
"Senator,  your  time  has  expired,"  so,  Mr.  Chairman,  I  thank  you 
and  I  thank  Mrs.  Hawkins  for  permitting  me  to  go  ahead  of  my 
distinguished  senior  colleague  from  Florida. 

Senator  Hawkins.  That  doesn't  happen  often. 

My  principal  concern  and  one  that  my  constituents  continue  to 
write  about  is  that  we  really  need  a  further  reduction  in  interest 
rates  and  there's  an  article  in  yesterday's  Wall  Street  Journal  that 
caught  my  eye  and  states  that  current  mortgage  rates  are  still  high 
by  historical  standards  making  median  price  new  homes  affordable 
to  only  about  one-third  of  the  American  households. 

That's  a  very  small  number  to  be  able  to  own  a  home  in  the 
future,  and  I'd  like  to  ask  any  member  of  the  panel  why,  in  your 
opinion,  have  mortgage  interest  rates  failed  to  decline  as  fast  as 
the  rate  of  inflation  has  declined? 

Mr.  GouRLEY.  Fear  of  the  future.  Investors'  fear  of  what  the 
future  holds.  Deficits  that  are  so  large  that  investors  don't  really 
know  how  much  of  the  money  will  be  available.  We  do  know  that 
the  Government  uses  a  tremendous  amount  of  it  over  the  next  sev- 
eral years  based  on  the  deficit  and  it  scares  investors  to  death  and 
rightfully  so. 

Senator  Hawkins.  Therefore,  what's  the  future  of  the  traditional 
30-year  mortgage? 

Mr.  GouRLEY.  Well,  there  are  still  markets  out  there.  Fortunate- 
ly, there  are  still  some  investors  who  can  invest  in  30-year  loans. 
They  can  match  liabilities  or  they  have  the  assets  power  that 
would  let  them  do  this.  So  they  have  the  matching  liabilities.  But 
again,  that's  like  the  long-term  bond  markets  in  general.  There's 
still  a  market  there.  There  are  certain  people  who  would  invest 
long  term  because  there  are  still  some  people  and  always  will  be, 
who  think  that  rates  might  be  as  low  now  as  they're  going  to  be  10 
years  from  now,  so  they  invest  to  get  the  current  yield  at  long 
term. 

Senator  Hawkins.  Are  any  of  your  customers  resisting  the  new 
short-term  mortgage  instruments? 

Mr.  GouRLEY.  You  used  the  word  "any"— no  question  about  it. 
Lots  of  them  resist  the  short-term  adjustable  rate  mortgages.  It  de- 
pends on  local  markets.  We  certainly  have  got  a  lot  of  people  accus- 
tomed to  them  and  they  are  now  much  more  acceptable  than  they 
were  because  I  think  they're  a  fact  of  life  and  we  have  sold  it  in 
that  fashion.  We'll  have  a  combination  of  the  two;  we'll  have  vari- 
able rate  mortgages  because  they  are  necessary  if  we're  going  to 
have  the  funds  in  housing.  So  we  hope  to  have  fixed  rate  mortgages 
as  well  as  the  variable  rate  or  adjustable  rate  mortgages.  As  people 
become  accustomed  to  them,  they  become  much  more  acceptable; 
but  if  they  have  the  option  between  fixed  rate  and  adjustable- 
fixed. 

Senator  Hawkins.  Does  anybody  care  to  predict  the  future 
course  of  home  mortgage  interest  rates  since  we're  crystal-balling 
here? 

Mr.  Maxwell.  Where  angels  fear  to  tread.  We  at  FNMA  believe 
that  mortgage  interest  rates  cannot  come  down  too  much  below 
what  they  are  now.  We  believe  that  there  will  be  a  two-tier  market 
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and  I  think  the  way  that  consumers  will  be  attracted  to  the  shorter 
term  mortgages  is  because  the  rates  will  be  considerably  lower  on 
them.  For  example,  at  the  present  time,  FNMA's  rate  for  purchas- 
ing a  30-year  fixed  rate  mortgage  is  12.95,  but  you  can  get  from 
FNMA  a  5-year  adjustable  rate  mortgage  for  under  10  percent  with 
a  buy-down  feature  in  the  mortgage,  and  that  is  proving  attractive, 
I  think  to  a  number  of  consumers. 

The  problem  with  the  overall  level  of  mortgage  rates  coming 
down  is  that  mortgage  rates  are  now  tied  to  the  capital  market.  Be- 
cause of  the  deregulation  of  depository  institutions,  the  subsidy 
that  used  to  be  built  into  those  rates  is  no  longer  there.  They  are 
now  going  to  reflect  rate  levels  in  the  long-term  bond  market  to 
the  extent  that  they're  30-year  mortgages,  and  as  Mr.  Gourley  said, 
people  in  the  long-term  bond  market  have  been  terribly,  terribly 
scared  by  what's  occurred  in  the  last  10  years  and  they  are  insist- 
ing on  a  rate  premium  in  order  to  put  their  money  into  longer 
term  instruments.  I  don't  expect  that  that's  going  to  change. 

Senator  Hawkins.  Thank  you.  That's  all  I  have,  Mr.  Chairman. 

Senator  Tower.  Getting  back  to  Senator  Hawkins'  question  on 
interest  rates,  why  interest  rates  didn't  come  down  in  the  face  of 
increasing  projections  of  Federal  budget  deficits?  Was  that  because 
of  inflationary  expectations  have  ameliorated  somewhat? 

Mr.  Thygerson.  Senator,  I  think  that  clearly  with  the  inflation 
rates  having  come  down  now  below  5  percent  that  it's  had  a  very 
salutary  effect  on  credit  markets  and  I  think  recently  the  situation 
in  the  Middle  East  with  respect  to  oil  prices  has  had  a  very  materi- 
al effect  on  the  market's  expectation  of  continued  lower  inflation. 

Nevertheless,  Senator  Hawkins  was  correct.  Long-term  interest 
rates  remain  very  high,  and  I  think  that  with  the  prospect,  as  Sen- 
ator Proxmire  indicated,  of  these  looming  deficits,  it  is  going  to  be 
very  hard  to  see  single  digit  long-term  interest  rates  in  the  balance 
of  1983. 

Senator  Tower.  Well,  I  want  to  thank  the  panel. 

Senator  Proxmire.  May  I  just  ask  one  question,  Mr.  Chairman? 

Senator  Tower.  Fire  away,  Senator  Proxmire. 

Senator  Proxmire.  Mr.  Maxwell,  you  said  something  about 
FNMA  not  having  had  any  subsidy  or  any  bailout.  Didn't  FNMA 
obtain  a  bailout  last  year  in  the  sense  of  tax  legislation  to  provide 
additional  loss  carrybacks  and  carryforwards? 

Mr.  Maxwell.  No,  sir.  The  tax  situation  with  FNMA  when  it 
became  a  private  corporation  was  that  it  was  given  the  same  3-year 
carryback  and  15-year  carryforward  as  a  manufacturing  company 
and  the  problem  with  that  was  that  it  was  not  the  same  as  other 
financial  institutions  such  as  banks  and  thrift  institutions. 

The  Congress,  with  the  sponsorship  of  Chairman  Rostenkowski  of 
the  Ways  and  Means  Committee,  and  in  the  Senate  under  the  lead- 
ership of  the  Senate  Finance  Committee,  corrected  that  inequity. 
That  will  result  in 

Senator  Proxmire.  That  correction  was  not  simply  for  FNMA 
then;  it  was  for  all  institutions? 

Mr.  Maxwell.  Well,  they  already  had  a  5-year  carryforward  and 
a  10-year  carryback  for  the  thrift  institutions  and  for  the  banks. 

Senator  Proxmire.  What  you're  saying  is  you  were  put  in  the 
same  position  as  these  others? 
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Mr.  Maxwell.  That's  right,  and  that  did  not  affect  the  funda- 
mental problem  that  we  have  with  the  imbalance  of  our  assets. 

Senator  Proxmire.  What  taxes  did  FNMA  pay  in  1981,  1982,  and 
what  do  you  expect  to  pay  in  1983? 

Mr.  Maxwell.  Well,  we  didn't  pay  any  taxes  in  1981  because  we 
lost  $190  million  and  we  paid  no  taxes  in  1982  because  we  lost  $105 
million.  In  1983,  I'd  be  very  happy  to  pay  some  taxes  and  maybe  we 
will.  I  hope  so.  I  can't  predict  to  you  precisely. 

Senator  Proxmire.  You  don't  have  a  sufficient  carryforward 
from  your  losses  so  that  you  can  be  assured  you  won't  pay  taxes  in 
1983  either? 

Mr.  Maxwell.  No.  There  is  no  carryforward.  If  we  have  earn- 
ings, we  will  pay  taxes  in  1983. 

Senator  Proxmire.  You  will? 

Mr.  Maxwell.  Yes,  sir. 

Senator  Proxmire.  Thank  you. 

Senator  Tower.  I  want  to  thank  the  members  of  the  panel  very 
much,  Mr.  Thygerson,  Mr.  Maxwell,  Mr.  Hobgood,  Mr.  Dwire,  and 
Mr.  Gourley.  Thank  you  for  very  useful  testimony. 

If  the  panelists  would  take  their  seats,  please.  Our  second  panel 
today  is  a  panel  on  assisted  housing  and  we  have  with  us  Mr.  John 
Koelemij,  Mr.  Tom  White,  Gushing  Dolbeare,  and  Ms.  Florence 
Roisman.  We  are  delighted  to  have  you  here.  We  ask  each  of  you  to 
present  your  testimony.  If  you  have  lengthy  statements  we  would 
be  grateful  to  you  if  you  would  insert  those  in  the  record  where 
they  will  appear  in  their  entirety  and  summarize  them  for  the 
committee  so  that  we  can  give  over  enough  time  for  questions.  Let 
me  yield  to  Senator  Hawkins.  I  believe  she  has  a  remark  to  make. 

Senator  Hawkins.  It  gives  me  great  pleasure  to  mention  that  one 
of  the  members  on  this  panel  represents  Florida  and  is  a  very  dis- 
tinguished Floridian  from  Tallahassee.  Mr.  Koelemij  is  an  Ameri- 
can success  story,  being  a  Dutch  immigrant,  and  has  been  responsi- 
ble for  more  than  3,000  residential  units  being  built  in  Florida 
during  the  last  28  years.  As  people  know  throughout  the  country, 
Florida  is  still  building.  We're  still  growing  at  a  rapid  rate  and  this 
industry  alone  contributes  over  $10  billion  to  the  economy  in  Flor- 
ida. The  homebuilders  are  to  be  commended  for  having  made  over 
100,000  starts  last  year  in  Florida.  So  I'm  interested  in  the  com- 
ments of  all  of  the  witnesses  here  today  but  want  to  give  a  special 
welcome  to  my  colleague  from  Florida. 

Senator  Tower.  I  might  add,  I  have  never  seen  a  Dutch  immi- 
grant on  the  relief  rolls  in  this  country.  They  always  do  well. 

Mr.  Koelemij.  Thank  you,  sir. 

Senator  Tower.  Well,  we'll  start  off  with  you  today,  Mr.  Koele- 
mij, and  then  we'll  hear  from  the  other  panelists  in  turn. 

STATEMENT  OF  JOHN  J.  KOELEMIJ,  VICE  PRESIDENT, 
TREASURER,  NATIONAL  ASSOCIATION  OF  HOME  BUILDERS 

Mr.  Koelemij.  Thank  you.  Senator,  and  thank  you,  Mrs.  Haw- 
kins, for  your  nice  remarks. 
[Complete  statement  follows:] 
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Statement  of  the  National  Association  of  Home  Builders  [NAHB] 

Mr.  Chairman  and  Members  of  the  Subcommittee:  My  name  is  John  Koelemij  and 
I  am  a  homebuilder  from  Tallahassee,  Florida.  I  am  testifying  on  behalf  of  the  more 
than  105,000  members  of  the  National  Association  of  Home  Builders  (NAHB). 
NAHB  is  a  trade  association  of  the  nation's  homebuilding  industry  of  which  I  am 
Vice  President-Treasurer.  Accompanying  me  today  are  Robert  D.  Bannister,  Senior 
Staff  Vice  President  for  Government  Affairs  and  Jim  Schuyler,  Staff  Vice  President 
and  Legislative  Counsel.  I  am  pleased  to  be  here  to  testify  on  FY  '84  authorization 
legislation  for  housing  programs. 

Mr.  Chairman,  let  me  begin  by  welcoming  you  back  as  the  "first  chair"  of  the 
Housing  Subcommittee  in  your  new  role  as  Chairman  of  this  vital  Subcommittee. 
We  at  NAHB  know  how  important  the  health  of  the  housing  industry  in  your  home 
state  is  to  the  national  housing  industry.  Our  Economics  Department  estimates  that 
in  1982  over  one-fifth  of  the  private  housing  production  in  the  nation  occurred  in 
Texas  (240,000  starts).  You  are  well  aware,  Mr.  Chairman,  of  the  importance  of 
housing  production  to  the  Texas  economy  and,  indeed,  to  the  overall  national  econo- 
my. 

Turning  to  the  truly  parochial,  I  am  very  pleased  that  my  own  Senator  Paula 
Hawkins  has  joined  this  Subcommittee.  We  re  not  ready  to  compete  with  Texas — 
yet.  However,  housing  production  in  Florida  last  year  was  estimated  at  100,000,  the 
second  most  active  state  in  the  nation,  with  almost  one-tenth  of  all  housing  starts 
nationwide.  We  Floridians,  through  our  experience  with  the  rollercoaster  of  highs 
and  lows  in  housing  production  during  the  last  decade,  can  assure  you  that  our  state 
economy  certainly  prefers  the  "highs." 

With  these  two  relatively  bright  spots  on  the  housing  scene,  we  must  recognize 
that  other  regions  of  the  country  have  suffered  disproportionately  during  this  hous- 
ing recession.  For  example,  Texas  produced  more  housing  than  the  entire  West  or 
the  North  Central  area,  and  double  the  production  level  of  the  Northeast  in  1982. 

I  will  not  detail  the  status  of  the  housing  industry  today,  since  our  President, 
Harry  Pryde,  testified  before  the  full  Committee  on  February  14  on  those  issues. 

But  I  would  like  to  offer  a  few  observations.  Housing  data  in  the  last  few  months 
has  generated  great  optimism.  No  one  could  have  predicted  a  rebound  of  such  di- 
mensions even  six  months  ago.  Housing  starts,  sales  and  building  permits  were  all 
unusually  strong  in  January.  It  seems  likely  that  these  record  increases  from  month 
to  month  cannot  be  sustained.  NAHB  is  still  projecting  housing  production  levels  of 
1.39  million  in  1983,  a  30  percent  increase  over  1982 — not  1.7  million  starts,  the  sea- 
sonally adjusted  annual  rate  for  January.  The  acid  test  of  the  strength  of  the  recov- 
ery will  come  during  the  peak  spring  production  months — when  seasonal  factors 
have  a  deflationary  influence  on  housing  statistics.  Many  builders  have  started 
homes  over  the  past  three  months  with  the  expectation  of  a  recovery  in  the  spring. 
After  up  to  three  years  of  inactivity,  this  should  not  be  too  surprising.  Inventory  of 
new  homes  has  steadily  dropped  during  the  recession.  Building  up  of  inventory  is 
one  way  of  making  sure  that  there  will  be  houses  to  sell  when  the  azaleas  begin  to 
bloom.  Demand  for  housing  is  clearly  stronger  than  it  was  one  year  ago  due  to  de- 
clining interest  rates.  But  mortgage  interest  rates  remain  very  high  by  historical 
standards.  And  income  to  qualify  for  a  mortgage  remains  the  major  obstacle  for 
many  potential  homebuyers.  As  this  Committee  knows,  the  general  economic  reces- 
sion is  still  not  over.  To  conclude,  Mr.  Chairman,  we  fully  expect  housing  statistics 
in  the  next  few  months  which  will  show  much  less  than  the  dramatic  improvements 
of  the  last  three  months.  And  as  we  have  been  warning  for  the  last  few  months,  if 
interest  rates  trend  upward,  or  if  the  Federal  Reserve  Board  changes  course  as 
Chairman  Volcker  suggested  earlier  this  week,  or  if  federal  deficits  continue  to  $200 
billion  range  for  the  next  three  to  five  years  ...  all  bets  are  off. 

housing  production  programs 

/.  Multifamily 

Regarding  multifamily  production,  we  appeared  before  the  Subcommittee  last 
year  to  urge  that  the  "pipeline"  of  HUD  projects  be  moved  as  quickly  as  possible. 
We  maintained  that  the  pipeline  was  the  only  source  of  production  that  could  have 
an  impact  on  starts,  employment  and  the  economy  in  1982.  We  are  grateful  to  this 
Committee,  and  in  particular  Chairman  Garn  and  Senator  Riegle,  for  your  support 
in  that  regard.  There  are  still  some  problems  in  this  area  but  we  hope  they  can  be 
dealt  with  on  an  administrative  level. 


611 

But  "you  never  miss  the  water  till  the  well  runs  dry."  We  have  indicated  to  this 
Subcommittee  on  a  number  of  occasions  that  there  is  a  rental  housing  crisis.  It  is 
true  that  the  extent  of  the  crisis  differs  from  area  to  area  and  from  market  to 
market.  There  are  at  least  two  crises:  renters  are  being  squeezed  beyond  their 
means,  and  the  rental  inventory  is  being  squeezed  for  units.  The  construction  of 
rental  apartments  aready  lags  substantially  behind  the  need.  Uriel  Mannheim,  a  re- 
spected housing  economist,  projects  the  demand  for  new  multifamily  rental  units  at 
350,000  per  year  during  this  decade.  The  construction  level  for  1981  and  1982  was 
between  175,000  and  200,000  units,  short  by  150,000  to  175,000  units  per  year.  And 
about  one-third  of  the  units  each  year  were  built  under  the  Section  8  program,  now 
targeted  for  extinction. 

We  generally  support  the  approach  taken  by  Senator  Dodd  and  Representative 
Schumer  for  a  new  multifamily  rental  production  program.  Such  a  program,  if 
funded  at  a  reasonable  level,  would  begin  to  expand  the  supply  of  rental  housing  in 
areas  experiencing  severe  shortages.  There  are  a  number  of  principles  which  we  be- 
lieve should  be  embodied  in  a  final  legislative  package. 

First,  we  believe  that  such  a  program  should  provide  direct  access  by  developers 
to  project  funding.  We  are  concerned  that  the  local  role  provided  for  in  Dodd/ 
Schumer  will  discourage  sufficient  private  developer  participation  in  the  program. 
In  addition,  some  communities  which  have  a  demonstrated  need  for  housing  may 
choose  not  to  apply  for  funding  due  to  their  inability  to  manage  a  complex  local 
housing  program.  We  are  pleased  that  the  program  does  provide  for  the  option  of 
state  agency  administration  of  the  program,  based  upon  their  demonstrated  capacity 
in  this  area.  One  option  which  might  be  considered  is  to  provide  a  HUD  discretion- 
ary fund  with  direct  application  by  developers  under  circumstances  where  the  local 
government  decides  not  to  apply  for  funding. 

Second,  we  believe  that  eligible  uses  of  the  funds  should  be  broadened  to  include  a 
variety  of  different  mortgage  instruments  and  programs,  including  the  Administra- 
tion-proposed graduated  payment  mortgage,  15-year  balloon  mortgage,  second  mort- 
gages, 15-year  "put"  and  co-insurance  combined  with  tax-exempt  financing.  All  of 
these  options  would  help  to  reduce  the  market  rate  of  the  mortgage  loan  and  thus 
reduce  the  amount  of  assistance  needed  under  the  Dodd/Schumer  program  to  make 
a  project  financially  feasible. 

Third,  we  would  urge  that  moderate  rehabilitation  not  be  included  in  a  rental 
production  program.  The  purpose  of  the  program  is  "to  increase  the  housing  stock" 
and  the  program  is  based  upon  applications  for  specific  projects.  We  feel  that  moder- 
ate rehabilitation  is  more  appropriately  dealt  with  as  part  of  an  overall  local  neigh- 
borhood program  either  under  the  Administration  block-grant  proposal  or  some 
other  assistance  mechanism. 

There  are  a  number  of  other  recommendations  we  would  make  in  this  area  re- 
garding rent/income  ratios,  applicability  of  Davis-Bacon,  project  selection  criteria 
and  terms  of  assistance.  We  will  be  pleased  to  submit  our  views  to  the  Subcommit- 
tee and  your  professional  staff  for  your  review. 

//.  Single  Family 

Mr.  Chairman,  without  debating  the  likely  impact  of  the  so-called  Lugar  emergen- 
cy interest  reduction  program  if  it  were  activated  in  1982,  we  are  not  seeking  a  simi- 
lar stimulus  program  for  fiscal  year  1984.  I  fervently  hope  that  we  are  on  the  path 
to  a  lasting  housing  recovery  by  this  spring  and  that  interest  rates  will  be  on  the 
decline  so  that  we  will  not  have  to  seek  activation  of  such  a  program  later  this  year. 

However,  there  is  one  segment  of  the  population  which  cannot  be  served  by  the 
private  sector  without  government  assistance.  I  refer  to  homebuyers  who  have  bene- 
fitted from  the  revised  Section  235  program.  We  cannot  project  that  market  interest 
rates  will  ever  be  low  enough  to  allow  us  to  serve  families  of  95  percent  of  area 
median  income  or  below. 

A  number  of  our  builders  have  successfully  used  the  Section  235  program  and 
fought  for  the  recapture  provisions  and  other  recent  refinements  which  have  im- 
proved the  effectiveness  of  the  program.  We  would  urge  you  to  consider  extension  of 
this  program  at  a  modest  level  of  funding  to  continue  a  federal  commitment  to 
homeownership  for  lower  income  families.  Because  of  our  concern  with  the  long- 
term  budget  authority  impact  of  235,  we  would  recommend  that  assistance  be  pro- 
vided for  a  maximum  of  ten  years  (rather  than  30  years)  for  eligible  homeowners. 
This  would  substantially  reduce  the  federal  long-term  obligation  as  computed  in  the 
budget.  In  fact,  it  is  our  understanding  that  most  homeowners  no  longer  receive  as- 
sistance after  seven  years  as  their  incomes  rise  sufficiently  to  meet  their  entire 
monthly  payments.  Therefore,  we  believe  that  a  limitation  on  assistance  to  10  years 
would  not  be  a  hardship  for  homebuyers  under  the  program.  As  a  safeguard,  we 
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would  suggest  that  the  funds  recaptured  upon  sale  of  a  home  under  the  program  be 
available  as  supplementary  assistance  for  these  families  who  continue  to  be  eligible 
and  in  need  of  assistance  beyond  the  10  year  term. 

FHA  UNSUBSIDIZED  PROGRAMS 

Mr.  Chairman,  we  cannot  compete  with  our  friend  Willard  Gourley  of  the  Mort- 
gage Bankers  Association  in  his  comprehensive  analysis  of  FHA  programs  in  the 
Administration  bill.  We  would  be  pleased  to  provide  our  detailed  recommendations 
in  the  near  future.  Let  me  discuss  the  highlights.  I  will  not  belabor  the  issue  of  the 
importance  of  the  FHA  insurance,  VA-guarantee  and  GNMA  mortgage-backed  secu- 
rity programs.  Since  the  creation  of  FHA  in  1934,  more  than  16  million  homes  have 
been  purchased  with  low  downpayment  mortgages  insured  by  the  federal  govern- 
ment at  no  cost  to  the  public.  Obviously,  this  is  the  worst  time  to  restrict  govern- 
ment insurance  for  housing  as  the  recovery  is  underway.  The  reports  of  the  death  of 
the  fixed-rate  mortgage  are  greatly  exaggerated.  FHA  and  VA  represent  the  major 
source  of  low-downpayment,  fixed-rate  long-term  mortgages  available  today  and 
throughout  the  housing  cycle.  GNMA  is  essential  to  provide  the  capital  necessary  to 
finance  these  loans.  We  should  certainly  not  turn  away  from  the  proven  GNMA  pro- 
gram in  today's  environment,  while  we  continue  to  work  for  an  acceptable  conven- 
tional mortgage-backed  security  program.  Therefore,  we  would  oppose  setting  any 
commitment  limits  which  would  restrict  the  use  of  these  programs.  In  addition,  we 
would  oppose  any  Administration  proposal  to  restrict  FHA  activity  to  first-time 
homebuyers  or  inner-city  residents.  Such  proposals  are  not  in  the  interest  of  main- 
taining the  actuarially  sound  and  successful  FHA  program  that  we  will  continue  to 
need  in  the  future.  In  that  light,  we  would  oppose  the  Administration's  proposed 
changes  in  the  FHA  downpayment  rules  because  they  are  of  minimal  benefit  to  any 
homebuyer  and  would  penalize  home  purchasers  of  modest  homes  in  high-cost  areas. 
This  proposal  is  just  another  attempt  by  0MB  to  restrict  and  eventually  dismantle 
FHA — only  this  time  it  is  couched  in  terms  of  benefitting  the  "low-income." 

Regarding  multifamily  housing,  we  strongly  support  the  provision  in  the  Adminis- 
tration's bill  which  extends  HUD  authority  to  insure  graduated  payment  mortgages 
for  multifamily  projects.  We  are  in  the  process  of  analyzing  the  impact  of  this  pro- 
posal in  detail  based  upon  a  variety  of  GPM  plans  and  interest-rate  assumptions. 
Our  preliminary  view  is  that  the  GPM  provides  a  major  new  alternative  for  financ- 
ing private  rental  production.  When  used  in  conjunction  with  Dodd/Schumer,  the 
GPM  provides  a  very  attractive  package  which  would  reduce  the  cost  of  federal  as- 
sistance. 

However,  we  believe  that  the  Administration's  proposal  to  disallow  tax-free  treat- 
ment for  co-insurance  loans  financed  with  tax-free  obligations  goes  in  the  opposite 
direction.  At  a  time  when  the  multifamily  co-insurance  program  has  just  begun,  the 
ability  to  use  a  major  financing  mechanism  (tax-exempt  bonds)  would  be  terminat- 
ed. The  co-insurance  program  with  tax-exempt  financing  provides  a  real  option  to 
make  private  rental  production  feasible. 

To  provide  other  options  which  would  stimulate  multifamily  production,  we  would 
support  amendment  of  Section  207  of  the  National  Housing  Act  to  authorize  15-year 
"balloon"  mortgages;  amendment  to  Section  212(g)(4)  to  allow  optional  assignment 
by  mortgagee  to  HUD  after  15  years;  and  amendment  of  Section  207  to  allow  a 
"soft"  second  mortgage  not  payable  until  year  15. 

Mr.  Chairman,  as  we  have  expressed  in  the  past,  we  remain  concerned  about  stat- 
utory and  proposed  regulatory  changes  in  income  limits  for  eligibility  under  the  Sec- 
tion 8  program.  We  fear  that  restricting  this  housing  to  families  with  incomes  below 
50  percent  of  median  area  income  will  seriously  threaten  the  economic  viability  of 
many  financially  sound  projects. 

In  an  effort  to  stabilize  many  HUD-insured,  troubled  projects,  HUD  encouraged  a 
socio-economic  mix  among  the  resident  population.  This  was  designed  to  overcome 
the  high  default  and  foreclosure  rate  that  resulted  in  many  projects  where  the 
tenant  population  was  composed  of  very  low-income  occupants.  These  statutory  and 
regulatory  changes  will  certainly  pose  a  threat  to  the  HUD-assisted  project  insur- 
ance program.  It  appears  we  have  not  learned  from  the  past  and  are  attempting  to 
recreate  the  unacceptable  project  instability  situation  that  existed  in  the  early  and 
mid-1970's. 

We  urge  you  to  reconsider  these  income  limit  changes  in  order  to  protect  the  fi- 
nancial soundness  of  these  programs  and  to  avoid  increasing  the  federal  contribu- 
tion for  rent  and  operating  assistance. 
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SECONDARY  MORTGAGE  MARKET 


A  strong  secondary  mortgage  market  is  essential  to  the  nation's  system  of  resi- 
dential mortgage  finance.  The  difficulty  of  matching  long-term  loans  with  short- 
term  deposits  is  forcing  lenders  to  sell  more  of  their  loans  on  the  secondary  market. 
At  the  present  time,  more  than  one-half  of  the  one-to-four  family  home  mortgages 
originated  are  sold  on  the  secondary  market.  As  the  leading  secondary  market  insti- 
tutions for  conventional  home  mortgages,  the  Federal  National  Mortgage  Associ- 
ation (FNMA)  and  the  Federal  Home  Loan  Mortgage  Corporation  (FHLMC)  provide 
liquidity  for  mortgage  originators  and  attract  new  investment  in  housing. 

Their  excellent  service  to  the  nation  has  been  threatened  in  many  markets  by 
rising  housing  prices.  FNMA  and  FHLMC  can  purchase  mortgage  loans  up  to  a 
maximum  based  on  the  Federal  Home  Loan  Bank  Board's  (FHLBB)  index  of  nation- 
wide average  home  purchase  prices.  Mortgage  limits  for  single  family  homes  are 
currently  $108,300.  That  maximum  mortgage  limit  was  below  the  price  of  the  aver- 
age single  family  home  in  19  SMSAs  in  1982,  according  to  the  FHLBB.  I  want  to 
emphasize  that  these  are  average  prices  and  not  the  high  end  of  the  housing 
market. 

Mortgage  originators  in  those  SMSAs  face  greater  difficulties  in  reselling  mort- 
gages above  the  FNMA/FHLMC  limits  on  the  secondary  market.  Thus,  homebuyers 
must  pay  a  premium  to  obtain  the  loans.  That  premium  is  added  on  to  the  home 
cost,  which  makes  it  even  harder  to  obtain  affordable  housing.  For  FNMA  and 
FHLMC  to  continue  to  serve  the  entire  nation,  the  maximum  mortgage  purchase 
limits  should  be  removed,  as  in  S.  2067  the  late-lamented  fiscal  year  1983  housing 
bill.  We  urge  you  to  authorize  FNMA  and  FHLMC  to  set  mortgage  purchase  limits 
on  the  basis  of  prevailing  national  and  local  market  conditions.  We  are  confident 
that  this  change  will  not  diminish  the  support  that  FNMA  and  FHLMC  currently 
extend  to  moderately-priced  housing.  Removal  of  the  purchase  limits  would  remove 
an  unnecessary  barrier  to  home  finance  and  would  help  stimulate  the  housing  re- 
covery. 

We  are  concerned  about  other  amendments  which  have  been  proposed  by  FNMA 
and  FHLMC.  Since  we  have  no  -official  policy  on  these  issues,  our  Executive  Com- 
mittee will  be  considering  our  policy  position  at  our  meeting  on  March  15.  We  will 
be  pleased  to  convey  our  views  at  that  time. 

Other  statutory  and  regulatory  barriers  need  to  be  eliminated  for  the  secondary 
mortgage  market  to  make  use  of  one  of  the  most  promising  vehicles  available  to 
attract  investment  into  housing.  Conventional  mortgage-backed  securities  (CMBS) 
currently  face  obstacles  that  are  the  result  of  past  policy  decisions  made  before  such 
securities  were  contemplated.  The  President's  Commission  on  Housing  recommend- 
ed the  elimination  of  legal,  tax  and  regulatory  obstacles  to  the  development  of  broad 
markets  for  CMBS. 

The  Administration  has  developed  the  concept  of  Trusts  for  Investments  in  Mort- 
gages (TIMs)  to  overcome  the  obstacles  and  to  make  CMBS  viable  in  the  capital 
markets.  Conventional  mortgage-backed  securities  designated  as  TIMs  would  be  re- 
lieved from  the  legal  and  regulatory  barriers  to  their  use.  The  Administration  has 
already  obtained  some  regulatory  changes.  The  Securities  and  Exchange  Commis- 
sion agreed  to  allow  simplified  shelf  registration  of  CMBS  issues.  Under  the  simpli- 
fied procedure,  an  issuer  must  give  notice  to  the  SEC  but  need  not  obtain  approval 
prior  to  the  sale  of  an  issue. 

These  and  other  regulatory  changes  open  the  way  for  CMBS,  but  that  path  will 
only  be  clear  if  legislation  is  enacted  to  make  changes  in  the  tax  code  to  accommo- 
date this  new  instrument.  The  Administration  is  considering  such  a  proposal  and  we 
urge  you  to  work  with  the  Finance  Committee  to  gain  favorable  consideration  when 
presented. 

CONCLUSION 

Mr.  Chairman,  in  our  testimony  before  this  Committee  on  February  14,  I  believe 
that  we  made  a  very  strong  case  that  from  fiscal  year  1980  to  fiscal  year  1984,  the 
federal  commitment  to  housing  programs  has  been  virtually  wiped  out.  At  the  same 
time,  we  have  moved  further  away  from  the  elusive  goal  of  a  balanced  budget. 
Maybe  there  is  a  lesson  to  be  learned  here.  We  have  long  maintained  that  a  consist- 
ent and  responsible  federal  role  in  housing  production  is  money  well  spent  ...  it 
produces  decent  housing,  creates  jobs  and  benefits  the  economy.  We  ask  you  to  bear 
that  in  mind  as  you  review  direct  federal  expenditures  for  housing  this  year. 

As  always,  we  stand  ready  to  assist  this  Subcommittee  and  your  highly  competent 
staff  as  you  continue  the  housing  authorization  process.  I  would  be  pleased  to 
answer  any  questions  you  may  have. 
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Senator  Tower.  Thank  you,  Mr.  Koelemij. 
Mr.  White. 

STATEMENT  OF  TOM  WHITE,  EXECUTIVE  VICE  PRESIDENT, 
COUNCIL  OF  STATE  HOUSING  AGENCIES 

Mr.  White.  Thank  you,  Mr.  Chairman. 
[Complete  statement  follows:] 

Statement  of  Thomas  W.  White,  Executive  Vice  President,  Council  of  State 

Housing  Agencies 

Mr.  Chairman  and  members  of  the  Housing  and  Community  Development  Sub- 
committee, thank  you  very  much  for  the  opportunity  to  testify  today.  My  name  is 
Tom  White  and  I  am  executive  vice  president  of  the  Council  of  State  Housing  Agen- 
cies. The  Council  of  State  Housing  Agencies  represents  the  State-authorized  housing 
finance  agencies  in  48  States,  and  the  finance  agencies  in  the  city  of  New  York,  the 
District  of  Columbia,  the  Virgin  Islands,  and  the  Commonwealth  of  Puerto  Rico.  Mr. 
Chairman,  I  would  ask  that  my  written  comments  be  published  as  part  of  the 
record.  I  will  summarize  my  comments  here  today. 

First,  Mr.  Chairman,  I  would  like  to  comment  on  the  housing  environment  in 
which  you  act  this  year. 

Housing  is  on  the  rebound  in  general,  however,  the  recovery  is  a  fragile  one. 
Many  market  analysts  consider  a  rebound  in  interest  rates  a  definite  possibility  for 
later  this  year.  Even  if  mortgage  interest  rates  remain  at  twelve  percent,  an  income 
of  over  $30,000  will  be  required  to  purchase  a  modestly  priced  home. 

The  situation  for  rental  housing  is  becoming  critical.  Total  conventional  multi- 
family  rental  starts  in  1982  were  slightly  over  130,000  nationwide.  The  economics  of 
supply  and  demand  preclude  the  private  sector  from  filling  the  giant  gap  left  by  the 
elimination  of  Federal  rental  housing  production  programs  without  some  form  of 
governmental  assistance. 

A  housing  policy  perspective 

CSHA  is  vitally  concerned  with  preserving  the  overall  housing  stock  of  America, 
and  with  the  housing  of  low  and  moderate  income  families,  the  elderly,  and  the 
handicapped.  State  agency  charters  direct  the  agencies  to  help  private  industry  help 
those  who  cannot  be  served  by  private  resources  without  governmental  assistance. 
The  agencies  link  private  and  public  housing  efforts  in  a  meaningful  partnership. 

State  agencies  have  always  been  interested  in  low  income  housing.  Together  such 
agencies  financed  30  percent  of  the  section  8  programs.  This  year,  States  will  pass 
900,000  units  of  housing  financed  for  low  and  moderate  income  Americans.  This  in- 
cludes both  homeownership  and  rental  units. 

Regarding  this  year's  housing  legislation,  we  recommend  the  following  for  com- 
mittee consideration: 

1.  Funding  for  housing 

This  year  the  administration  has  proposed  only  $515  million  in  new  dollars  for 
housing.  This  is  a  94  percent  reduction  from  fiscal  year  1983.  The  total  budget  au- 
thority recommended  of  $4.1  billion  is  based  on  the  recapture  or  reuse  of  funds  pre- 
viously allocated.  We  are  of  the  opinion  that  there  will  not  be  sufficient  recaptures 
to  allow  the  administration  to  fund  its  proposal,  and  we  believe  the  level  of  overall 
funding  to  be  inadequate. 

What  is  fair  for  housing  in  relationship  to  the  entire  budget  is  not  an  issue  that 
the  council  is  qualified  to  address,  nor  were  we  organized  to  so  do.  However,  we 
must  point  out  that  the  funds  in  the  HUD  budget  do  not  seem  adequate  in  relation- 
ship to  need. 

2.  Preserving  presently  assisted  housing 

Congress  must  preserve  presently  assisted  low  income  housing  as  a  first  priority. 
This  is  actually  a  very  inexpensive  way  to  provide  affordable  housing  for  millions  of 
Americans.  Thus,  within  reason,  we  consider  the  need  for  public  housing  operating 
and  modernization  funds  to  be  a  priority,  although  we  do  not  operate  such  projects. 

Although  the  State  agency  portfolio  itself  is  basically  sound  (indeed  it  must  be  or 
the  agencies  could  not  continue  to  finance  housing  as  we  are  regulated  by  the  bond 
market)  we  also  have  need  for  the  funding  of  operational  section  236  projects.  Cur- 
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rent  low  income  contracts  providing  for  deep  subsidy  units  in  section  236  projects 
must  be  provided  amendment  funds  if  these  units  are  to  remain  low  income.  The 
flexible  subsidy  program  for  section  236  projects  should  also  be  continued  for  State 
uninsured  projects  as  well  as  for  insured  projects.  The  HUD  proposal  for  the  1984 
budget  ignores  the  congressional  direction  of  last  year  to  fund  these  programs.  We 
urge  you  this  year  to  include  statutory  language  to  solve  this  problem  once  and  for 
all.  Attached  is  a  detailed  description  of  the  issue.  We  will  be  submitting  specific 
statutory  language  to  the  staff  today  for  committee  consideration. 

3.  A  balanced  program  is  essential 

CSHA  has  always  argued  that  the  Nation  is  best  served  with  a  variety  of  pro- 
grams allowing  for  adaptation  to  local  needs.  We  again  support  this  thesis. 

We  would  urge  that  the  committee  continue  public  housing  funding,  the  202  pro- 
gram, and  for  targeted  purposes  such  as  202,  the  section  8  program. 

This  year  we  will  not  be  proposing  section  8  production  subsidies  other  than  202, 
but  Congress  should  not  lose  sight  of  the  fact  that  while  expensive,  the  section  8 
program  had  many  advantages  as  a  deep  subsidy  program.  It  may  be,  particularly 
for  some  types  of  elderly  housing,  a  vehicle  that  Congress  will  want  to  revisit  at  a 
later  date. 

We  also  support  the  section  8  existing  housing  program.  V/e  are  in  process  of  re- 
viewing HUD's  proposal  to  convert  these  programs  to  what  they  call  the  housing 
payment  certificate  programs.  We  have  several  problems  with  this  suggestion,  and 
we  have  attached  a  brief  description  of  our  analyses  thus  far.  We  will  continue  to 
comment  as  we  receive  additional  information  from  the  many  States  who  are  now 
reviewing  the  proposal. 

Last,  but  not  least,  we  urge  this  committee  to  adopt  a  new  production  program 
component  within  their  overall  strategy. 

4-  An  intergovernmental  housing  fund 

Last  year,  the  Senate  approved  a  targeted  housing  grant  fund  for  State  and  local 
government.  We  supported  in  our  testimony  many  of  the  provisions  adopted  by  the 
committee. 

Over  the  last  year  I  have  participated  in  housing  community  discussions  on  what 
we  would  recommend  for  an  assisted  housing  program  to  replace  the  section  8  reha- 
bilitation and  new  construction  program. 

These  discussions  started  with  the  Senate  and  House  housing  committees  commit- 
ment to  flexible  State  and  local  role  in  designing  and  administering  the  program 
funds.  I  am  pleased  to  say  that  many  good  proposals  evolved.  I  am  particularly 
pleased  to  be  associated  with  a  discussion  proposal  developed  in  conjunction  with 
the  housing  offices  of  the  League  of  Cities  and  the  Conference  of  Mayors  which  is 
attached  to  this  testimony.  We  have  also  closely  worked  with  the  National  Associ- 
ation of  Housing  and  Redevelopment  Officials  on  shared  elements  in  their  and  our 
proposals. 

Our  joint  proposal  would  meld  many  of  the  characteristics  of  the  Senate  and 
House  proposals  of  last  year.  As  noted,  it  is  a  discussion  proposal.  It  is  not  set  in 
concrete,  nor  is  it  formally  approved  by  the  participating  parties,  although  it  has 
been  reviewed  by  appropriate  committees  of  the  conference,  the  league,  and  the 
council. 

The  joint  proposal  has  a  3  part  funding  system  which  recognizes  the  value  of 
State  financed  and  administered  housing  production  over  the  past  decade,  as  well  as 
providing  the  bulk  of  the  funds  for  entitlement  cities. 

As  noted  earlier  in  this  testimony,  State  housing  finance  agencies  have  provided 
for  30  percent  of  all  section  8  financing,  and  in  the  first  years  of  section  8,  we  pro- 
vided the  leadership  to  make  the  program  workable.  State  agencies  can  do  it  again 
if  given  the  chance. 

Also  the  joint  proposal  is  flexible  in  giving  HUD  a  major  role  which  should  meet 
some  of  the  criticism  in  the  development  community  of  a  proliferation  of  local  pro- 
grams. The  HUD  role  would  allow  the  development  of  a  standard  national  program 
as  well  as  State  and  local  options. 

What  is  most  important  is  for  this  committee  is  to  move  forward  quickly  to  the 
floor  and  then  to  conference.  Our  proposal  can  be  studied  and  debated  in  detail 
before  the  conference  to  see  if  it  has  merit  as  a  program.  In  the  meanwhile,  we  sup- 
port the  passage  of  the  essential  components  developed  by  the  committee  in  last 
year's  legislation. 
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5.  Rural  housing 

Last  year  and  this  year  the  possibility  of  a  State  block  grant  replacing  the  Farm- 
ers Home  Administration  assisted  housing  programs  has  been  proposed.  Let  me 
make  clear  that  this  proposal  was  not  suggested  or  supported  by  us.  However,  we  at 
the  council  do  have  an  interest  in  rural  housing.  Many  State  agencies  spend  most  of 
their  effort  in  rural  America,  and  others,  even  in  so  called  "urban"  States  have  sub- 
stantial rural  programs.  We  are  meeting  with  rural  organizations  and  among  our 
members  to  see  if  we  can  make  some  suggestions  to  you  which  will  help  rural  hous- 
ing without  being  devisive.  To  this  end  we  also  support  a  rural  housing  budget  for 
1984  equal  to  that  now  in  place. 

6.  Tax-exempt  financing 

Prior  to  commenting  on  CSHA's  No.  1  priority  this  year,  the  elimination  of  the 
December  31,  1983  sunset  or  mortgage  revenue  bond  financing,  let  me  comment  on 
the  HUD  proposal  to  eliminate  tax  exempt  financing  for  co-insured  projects.  Such 
financing  is  permitted  under  tax  law  and  no  one  to  our  knowledge  on  the  tax  com- 
mittee is  proposing  otherwise.  It  seems  strange  to  us  that  tax  exempt  financing 
would  be  continued  under  this  proposal  to  be  available  to  fully  insured  projects  but 
not  to  projects  which  involve  private  or  public  risk.  Or  is  this  a  foot  in  the  door?  We 
hope  not.  Without  tax  exempt  financing  most  of  the  rental  housing  production  we 
will  see  in  the  next  few  years  will  simply  not  be  built. 

Finally  we  must  comment  on  the  CSHA  No.  1  priority  for  this  year— the  elimina- 
tion of  the  sunset  on  December  31,  1983  of  the  mortgage  revenue  bond  authoriza- 
tion. The  list  of  supporters  committed  to  elimination  of  the  sunset  grows  daily.  A 
partial  list  of  supporters  includes: 

National  Governors'  Association; 

National  Conference  of  State  Legislatures; 

United  States  Conference  of  Mayors; 

National  Association  of  Housing  and  Redevelopment  Officials; 

Council  of  State  Community  Affairs  Agencies; 

Association  of  Local  Housing  Finance  Agencies; 

American  Institute  of  Architects; 

National  Association  of  Home  Builders; 

National  Association  of  Realtors; 

National  Lumber  and  Building  Materials  Dealers  Association; 

Public  Securities  Association; 

National  Association  of  Counties; 

Northeastern  Retail  Lumbermens  Association. 
As  of  yesterday,  we  had  44  Senate  cosponsors  for  S.  137,  the  Roth-Mitchell  bill 
eliminating  the  sunset.  We  urge  any  of  you  not  on  the  bill  to  join  up  now. 

In  conclusion,  we  need  a  housing  bill  this  year.  We  support  your  efforts,  Mr. 
Chairman,  to  move  quickly  as  evidenced  by  these  hearings.  Last  year  we  testified  on 
April  15.  We  thank  you  for  your  consideration  of  our  comments. 
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Attachment 


Rent  Supplement  and  Rental  Assistance  Payments 

Section  101  of  the  Housing  and  Urban  Development  Act  of  1965  and  Section  236  of 
the  National  Housing  Act  make  specific  provisions  for  assistance  to  low  income  tenants 
under  the  Rent  Supplement  Program  and  the  Rental  Assistance  Payments  (RAP) 
program.   These  subsidies  are  provided  in  amounts  equal  to  an  approved  rental  charge  of 
30%  of  the  tenants  monthly  income. 

Periodically,  contracts  which  have  been  executed  under  the  Rent  Supplement  and 
Rental  Assistance  Payments  programs  have  been  amended  to  reflect  increases  in 
maximum  monthly  rents  or  decreases  in  qualified  tenants  incomes.   Until  now,  these 
amendments  have  been  executed  without  regard  as  to  whether  the  housing  covered  by 
such  contracts  have  been  subject  to  a  mortgage  insured  under  the  National  Housing  Act. 

The  Council  of  State  Housing  Agencies  is  now  aware  and  vehemently  opposes 
efforts  on  the  part  of  HUD  to  terminate  the  funding  of  necessary  amendments  to  existing 
Rent  Supplement  and  Rental  Assistance  Payments  contracts  financed  by  State  Housing 
Finance  Agencies  without  FHA  insurance.  The  Department's  proposed  action  creates  an 
artificial  distinction  between  projects  which  were  insured  by  FHA  and  those  which  were 
not  and  will  place  projects  financed  by  bond  proceeds  at  risk.   Further,  the  Department's 
inequitable  distinction  between  insured  and  non-insured  projects  will  ultimately  force 
qualified  tenants  to  vacate  units  where  necessary  rent  increases  occasioned  by  increased 
operating  and  maintenance  costs  are  required. 

The  Department's  intention  to  terminate  the  funding  of  amendments  in  light  of  the 
Secretary's  obligation  found  in  the  statutes  for  both  programs,  and,  in  light  of  the 
expressed  intent  of  the  Congress  reflected  in  the  last  December's  continuing  resolution, 
is  noted  in  the  Department's  1984  budget  which  acts  to  rescind  rent  supplement  and 
rental  assistance  payment  subsidies  which  should  be  utilized  to  orovide  needed 
amendments.   This  must  not  be  allowed  to  occur  if  indeed  state  agencies  are  to  be  able 
to  continue  to  preserve  the  existing  stock  of  low  income  housing  and  avoid  placing 
approximately  30,000  state  financed  units  assisted  under  Rent  Supplement  and  RAP  at 
risk. 
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Attachmenc     2 


Section  8  Housing  Payment  Certificate  Program 

CSHA's  initial  analysis  of  the  Department's  Housing  Payment  Certificate  program 
finds  the  while  several  adjustments  have  been  made  by  the  Department  which  may  serve 
to  improve  the  effectiveness  of  the  program,  a  number  of  key  issues  remain  and  will 
require  a  more  detailed  analysis  which  CSHA  will  provide  under  separate  cover. 
Highlighted  below  are  our  outstanding  questions  with  respect  to  the  implementation  of 
this  program. 

o         The  so-caUed  "shopper's  incentive"  which  allows  a  family  to  rent  below  the 

payment  standard  for  a  given  area  places  a  tremendous  burden  of  responsibility 
on  the  administering  agent  for  the  program  who  must  ensure  that  housing 
quality  standards  are  adhered  to.   A  potential  conflict  may  exist  where 
families  are  encouraged  to  pocket  excess  subisdies  and  administering  agents 
are  required  to  maintain  housing  quality  standards.  Significant  administrative 
delays  may  be  caused  where  families  are  encouraged  to  find  units  which  rent 
for  less  than  the  payment  standards  and  PHAs  are  required  to  enforce  Housing 
Quality  Standards.   Units  selected  by  tenants  seeking  to  achieve  cash  savings 
may  not  meet  Housing  Quality  Standards  thus  forcing  the  family  to  relocate 
and  PHAs  to  reinspect  more  than  one  unit  for  that  family. 

o         Stipulating  that  no  additional  funds  will  be  provided  for  adjustments  increasing 
the  amount  of  assistance  payments  under  this  program,  sets  a  dangerous  and 
unrealistic  precondition  where  certain  and  necessary  rent  increases  may  be 
needed  to  support  operating  and  maintenance  cost  increases.   Owners  will  be 
forced  to  raise  rents  which  will  ultimately  displace  tenants  receiving  a  level  of 
assistance  under  this  program  that  will  enable  no  longer  be  sufficient  to  enable 
them  to  to  afford  to  live  in  the  unit.   Allowing  PHA's  to  restrict  the  total 
number  of  households  served  over  the  life  of  the  program  in  order  to  retain 
available  amounts  sufficient  to  cover  such  adjustments  virtually  assures  that 
fewer  persons  will  be  served. 

o        It  is  not  clear  what  is  intended  in  the  Department's  statement  that  the  Housing 
Payment  Certificate  program  would  be  limited  to  a  term  of  five  year  or  less. 

o        Owners  may  be  unduly  affected  by  the  provision  in  the  legislation  for  vacancy 
payments  which  states  that  "payments  for  vacant  units  would  be  limited  to  the 
remainder  of  the  month  during  which  the  tenant  leaves  the  unit"  where  that 
tenant  leaves  shortly  before  the  end  of  the  month  and  there  is  not  time  to  find 
another  tenant  to  fill  the  vacant  unit.  In  this  regard  no  provision  has  been 
made  for  a  security  deposit.  This  particular  aspect  of  the  legislation  will  act 
to  discourage  owner  participation. 

o  The  legislation  does  not  clearly  state  whether  or  not  PHAs  have  the  option  to 
make  payment  to  either  the  owner  or  the  tenant.  Sound  administration  of  the 
program  would  be  maintained  where  funds  are  provided  to  the  owner. 

o        The  legislation  does  not  detail  how  the  Annual  Contributions  Contract  will  t>€ 
determined  and  on  what  basis  it  will  be  determined  in  a  particular  area. 

o         The  legislation  also  does  not  identify  how  the  adminstering  agency  would  cover 
expenses  incurred  in  the  implementation  of  the  program. 

0        It  is  unclear  in  reading  the  legislation  whether  or  not  tencmts  currently  assisted 
under  the  Section  8  Existing  housing  program  would  be  required  to  pay  30%  of 
income  upon  conversion  to  the  Housing  Payment  Certificate  Program, 
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Attachment    3 


March  11,  1983 

A  Proposal  for  an  Intergovernmental  Housing  Fund 
A  discussion  proposal  prepared  by  the  housing  offices  of  The 
League  of  Cities,  the  Conference  of  Mayors  and  the  Council  of 
State  Housing  Agencies. 

Purpose  of  Proposal 

o        Present  a  joint  intergovernmental  proposal. 

o        Address  current  legislative  issues. 

o        Offer  a  program  that  can  obtain  wide  support  in  the  housing  community. 

Concepts 

o         It's  time  to  replace  the  rehabilitation  and  new  construction  elements  of 
Section  8  that  were  eliminated. 

o        It's  time  for  a  state/local  governmental  block  grant  for  housing  to  utilize 
decentralized  skills  and  to  meet  local  housing  needs. 

o        The  program  should  stress  private-public  partnerships  which  have  been  proven 
to  be  effective  in  assisted  housing. 

o         Gross  duplication  of  governmental  effort  should  be  avoided,  but  competitive 
governmental  delivery  systems  have  proven  to  be  effective  over  the  past 
decade. 

o         Alternative  federal,  local,  and  state  delivery  systems  allow  for  balance  and 
redress  within  the  program. 

o        Although  decentralization  is  critical  to  the  proposal,  a  strong  federal  option  is 
provided. 

o         Program  support  systems  (e.g.  FHA  insurance,  tax  exempt  financing)  are 
continued. 

Program  Linkages 

Directly  linked  to  this  program  would  be  a  Section  8  Existing  Housing  or  voucher 
system  and  the  continued  availability  of  tax  exempt  financing. 

Also,  to  fully  implement  a  national  program,  this  proposal  envisions  a  linkage  to 
other  federally  sponsored  programs  which  would  be  continued. 

Public  Housing 

202  Housing 

Section  8  Housing  for  special  purposes  such  as  202 

Adequately  funded  rural  housing  programs  (e.g.  Farm  Home,  etc.) 
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Purpose  of  the  Proposed  Housing  Program 

o         Provide  funds  directly  to  local  and  state  governments  to  encourage  the 

construction  or  rehabilitation  of  housing  units,  primarily  for  occupancy  by  low- 
and  moderate-income  persons. 

o         Encourage  private  participation  by  providing  program  direction  for  private 
ownership  of  multifamily  rental  housing. 

o        Provide  funds  for  state  government  to  have  a  statewide  program  if  organized 
to  accomplish  program  objectives. 

o         Allow  for  a  control  program  to  be  administered  by  the  federal  government 
(HUD). 

Funding  Level 

The  proposal  contemplates  at  least  $1  billion  in  initial  funding. 
Eligible  Applicants 

Total  funding  in  the  program  initially  would  be  split  in  4  ways: 

1.  10%  to  states  for  state  agencies  capable  of  financing  and  administering  state 
wide  programs; 

OF  THE  REMAINING  90% 

2.  20%  of  the  remainder  for  state  government  efforts  related  to  non-metro  areas  not 
being  served  by  Farmers  Home  Administration  (small  non-metro  cities);  and 

3.  70%  of  the  remaining  80%  for  distribution  to  metro  area  entitlement 
communities;  and 

4.  30%  of  the  80%  to  HUD  for  discretionary  administration  for  metro  area 
communities. 

State  Funding  for  Statewide  Program 

Funds  would  be  allocated  to  States  for  use  in  all  areas  of  the  state.  State  agencies 
would  have  to  apply  for  the  funds,  including  certifications  of  legal  ability  to  undertake 
development  and  financing  of  multifamily  rehabilitation  and/or  new  construction, 
capacity  to  operate  such  programs,  and  a  needs  analysis  and  plan  for  administering  the 
funds.   80%  of  the  funds  would  be  made   available  on  a  formula  basis  among  qualified 
states  and  20%  of  the  funds  could  be  allocated  at  the  secretary's  discretion  to  recognize 
outstanding  performance. 

State  Program  for  Non-Metro  Small  Cities 

Allocated  to  States  for  use  in  non-metro  areas  not  being  adequately  served  bv 
Farmers  Home  Administration  programs.   Funds  would  be  made  available  to  states  on  a 
formula  basis,  using  criteria  similar  to  the  current  "Fair  Share"  distribution  system. 
States  would  be  required  to  submit  applications  similar  to  those  required  of  entitlement 
jurisdictions  and  may  allocate  the  funds  competitively  to  local  governments 
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or  administer  programs  on  their  behalf.   Consultation  would  be  required.   If  the  state 
agency  fails  to  administer  the  funds,  HUD  will  assume  responsibility. 

Funding  for  Entitlement  Communities 

Funds  would  be  made  available  on  an  entitlement  basis  to  local  governments 
meeting  certain  criteria: 

o         entitlement  status  under  CDBG;  and 

o        certain  other  criteria  designed  to  target  assistance  to  localities  based  on 
relative  levels  of  distress  and  condition  of  rental  housing. 

A  total  of  70  percent  of  the  funds  set  aside  for  local  governments  would  be 
distributed  by  entitlement. 

Funding  for  HUD  Discretionary  Use 

Thirty  percent  of  the  metro  funds  would  be  distributed  on  a  discretionary  basis  by 
HUD.  Eligible  applicants  for  this  30  percent  "basi<et"  would  include  units  of  local 
government,  public  development  agencies,  or  developers.   AU  applications  would  have  to 
include  a  certification  signed  by  the  chief  elected  official  of  the  unit  of  local 
government  in  which  the  project  would  be  located  approving  the  application.  Financing 
could  be  provided  by  state  finance  agencies. 

Eligible  Activities 

Grants  may  be  used  to  finance  the  new  construction  or  rehabilitation  of  rental 
housing  units  in  any  way  deemed  suitable  by  the  recipient  jurisdiction.  In  the  case  of 
HUD's  discretionary  program,  the  Secretary  will  administer  a  competitive  grant  program. 

At  least  75  percent  of  the  funds  made  available  to  any  recipient  under  this  Act 
must  be  used  to  foster  the  development  of  housing  units  which  will  be  occupied  and 
available  to  low-  and  moderate-income  persons  and  affordable  at  rents  not  exceeding  30 
percent  of  those  persons'  income*.  The  remaining  25  percent  may  be  used  for  purposes 
not  specifically  attributable  to  low-  and  moderate-income  housing.  In  order  to  facilitate 
the  use  of  these  funds  to  benefit  low-  and  moderate-income  persons,  grantees  will  be 
allocated  Section  8  Existing  Housing  Certificates  which  can  be  used  for  units  assisted 
under  this  program. 

All  of  the  funds  must  be  used  to  either  create  new  housing  units,  put  a  vacant  unit 
back  into  the  housing  stock,  or  prevent  a  unit  from  being  removed  from  active  use  in  the 
housing  stock. 

Grant  Administration 

Grants  to  states  and  localities  would  be  100  percent  federal.  No  administrative 
costs  will  be  allowed  out  of  the  federal  grant  funds.   Localities  and  states  may  use  other 
funds,  such  as  CDBG,  GRS,  local  revenues,  housing  or  financing  fees  to  finance  the 
administration  of  the  program.  Entitlement  governmental  units  would  be  required  to 


•Efforts  are  being  made  to  research  this  proposal  to  see  if  5096  is  a  better  balance 
between  production  and  low  income  than  75%. 
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submit  an  annual  application  for  funds,  which  would  include  an  assessment  of  local 
housing  needs,  establishment  of  priorities  in  alleviating  this  need,  with  primary  emphasis 
on  the  needs  of  low  and  moderate  income  persons,  and  a  plan  for  using  the  entitlement 
funds.   Administering  agencies  would  certify  compliance  with  applicable  civil  rights 
citizen  participation  and  other  relevant  federal  requirements.   All  applications, 
submission  and  proposals  to  HUD  shall  be  publicly  available.  The  HUD  Secretary  could 
withhold  funding  from  entitlement  or  state  grantees  on  a  finding  that  the  application  was 
clearly  inappropriate  to  the  housing  needs  of  the  community,  that  the  grantee's  prior 
performance  in  administering  the  program  failed  to  demonstrate  adequate  capacity  to 
carry  out  the  program,  or  that  the  grantee  was  in  violation  of  any  of  the  certifications 
submitted  in  an  application. 

Local  communities  could  designate  an  agency  to  administer  the  program  such  as 
the  Public  Housing  Agency. 

In  the  event  that  an  entitlement  community  is  denied  funds,  or  fails  to  ap[)ly  for 
funds  to  which  it  is  entitled,  the  Secretary  shaU  reallocate  these  funds  to  a  regional  or 
state  agency  which  agrees  to  administer  the  program  in  the  locality;  and  finally,  HUD 
shall  administer  the  program  on  behalf  of  the  community. 

Funds  shall  be  awarded  on  an  annual  basis,  drawn  down  through  a  letter  of  credit 
when  needed.   Funds  which  have  been  awarded  to  local  governments  but  not  obligated 
within  24  months  of  award  shall  be  recaptured  by  HUD  for  reallocation  in  the  program, 
without  prejudice  to  the  applicant's  subsequent  applications.  Such  reallocation  shall  be 
first  to  other  jurisdictions  in  the  same  metropolitan  area,  than  within  the  same  state,  and 
finally  back  to  HUD  for  national  distribution  if  none  of  these  applications  chooses  to  use 
the  funds. 

States  will  be  required  to  file  annual  applications  similar  to  those  required  of 
entitlement  jurisdictions.  States  will  be  required  to  certify  that  they  have  undertaken  a 
consultation  with  the  jurisdictions  under  their  authority  in  the  program  on  both  the 
allocation  and  the  general  purposes  for  which  the  state  funds  will  be  available.  Such 
consultation  will  take  place  prior  to  filing  of  the  application,  and  the  application  shall 
certify  that  such  consxiltations  have  been  completed.   All  plans,  proposals,  and 
applications  submitted  to  HUD  by  the  state  shall  be  public  information  and  made  freely 
avaQable  within  the  state. 

State  housing  finance  agencies  shall  qualify  for  entitlement  upon  filing  an  annual 
application  certifying  their  capacity  to  undertake  a  program  consistent  with  the  purposes 
of  the  statute,  their  legal  authority  to  undertake  such  a  program,  a  program  for  using  the 
entitlement  funds,  and  a  certification  that  the  agency's  program  has  been  developed  in 
coordination  with  other  state  and  local  housing  plans. 

Federal  Administration 

The  program  would  be  administered  by  the  Secretary  of  HUD.  The  program  would 
be  authorized  for  not  less  than  3  years,  with  annual  appropriations.   The  HUD  Secretary 
would  be  required  to  publish  regulations  governing  the  program  within  180  days  of 
enactment.  The  Secretary  would  have  to  disapprove  any  entitlement  applications  within 
45  days  of  receipt  or  the  entitlement  funds  would  be  distributed  to  the  applicants. 

The  HUD  Secretary  will  administer  the  discretionary  program  in  metropolitan  areas 
in  a  manner  consistent  with  the  goals  and  purposes  of  the  statute.  The  Secretary  may 
undertake  innovative  projects,  develop  new  approaches,  or  encourage  innovative  project 

development  with  these  funds.  The  primary  purpose  of  the  discretionary  program, 
however,  is  to  stimulate  maximum  production  and  rehabilitation  of  housing  units, 
principally  for  occupancy  at  an  affordable  rent  by  low-  and  moderate-income  persons. 


623 

Mr.  White.  Mr.  Chairman,  we  have  a  Uttle  button  here  that  we 
prepared  for  the  mortgage  revenue  bond  campaign  that  says 
"Don't  let  the  sun  set  on  the  American  dream?"  We  prepared  it  for 
our  homeownership  effort  here,  but  I  think  it's  equally  applicable 
to  the  assisted  housing  programs  that  people  of  low  income  also 
desire  and  need  decent,  sanitary,  safe  housing,  a  secure  environ- 
ment, and  we  support  the  efforts  of  this  committee  to  do  what  you 
can  to  make  sure  that  their  dream  is  not  lost  also.  We  think  you're 
doing  so  by  moving  quickly,  by  the  way.  Last  year  we  testified  on 
April  15;  today  is  March  11.  You've  already  got  a  good  headstart 
under  your  leadership  and  we  think  that  under  your  leadership  we 
will  continue  to  see  progress  and  we  thank  you  for  the  opportunity 
to  present  this  testimony. 

Senator  Tower.  Thank  you  very  much  for  an  excellent  contribu- 
tion, Mr.  White.  Actually,  my  leadership  is  not  really  responsible 
for  the  advance  in  the  timing  scheduled.  We  had  agreed  to  advance 
the  agenda  this  year  in  an  effort  to  give  us  more  time  to  spend 
with  our  constituents.  In  fact,  we  passed  our  legislative  schedule 
before  the  debate  on  the  budget  and  we  hope  for  an  early  report  on 
the  budget  resolution  and  hopeful  we  can  get  all  of  our  authorizing 
and  appropriating  legislation  done  by  the  end  of  the  fiscal  year.  I 
wish  I  had  great  confidence  that  we  could  do  it.  I'm  not  sure  that  I 
do,  but  we're  going  to  try,  but  we  will  address  ourselves  to  the 
markup  on  this  bill  in  a  timely  fashion. 

Mrs.  Dolbeare. 

STATEMENT  OF  GUSHING  DOLBEARE,  PRESIDENT,  LOW  INGOME 
HOUSING  GOALITION 

Mrs.  Dolbeare.  Thank  you,  Mr.  Chairman. 

I,  too,  want  to  express  my  appreciation  for  the  opportunity  to  tes- 
tify this  morning  and  also  my  pleasure  that  you  will  be  chairing  a 
most  important  subcommittee.  We  look  forward  to  working  with 
you  and  to  continuing  to  work  with  the  very  able  staff  of  the  sub- 
committee on  both  sides  of  the  aisle. 

Senator  Tower.  Actually,  I'm  sort  of  a  retread.  At  one  time  I  was 
the  ranking  minority  member  on  this  subcommittee.  Now  I  have 
been  recycled  and  I'm  back  in  the  chairmanship  role  for  at  least 
this  Congress.  We  don't  know  what  will  happen  in  the  next  one. 

Mrs.  Dolbeare.  And,  of  course,  at  one  time  the  honorary  chair- 
man of  the  coalition  is  former  Senator  Edward  Brooke,  who  was 
also  the  ranking  minority  member  of  this  subcommittee. 

Senator  Tower.  That's  right. 

Mrs.  Dolbeare.  I  would  like  to  request  not  only  that  my  testimo- 
ny be  printed  in  full  in  the  record  but,  if  possible,  a  special  memo- 
randum summarizing  the  housing  budget  with  a  good  deal  of  tabu- 
lar information  that  compares  the  HUD  and  Farmers  Home  budget 
proposal  back  to  1980  also  be  included  in  the  record  and  be  consid- 
ered a  part  of  my  statement. 

Senator  Tower.  That  will  be  done. 

Mrs.  Dolbeare.  The  National  Low  Income  Housing  Coalition  is  a 
membership  organization  composed  of  individuals  and  organiza- 
tions concerned  about  the  housing  plight  of  low-income  people.  Our 
membership   base   is   very   broad.    In   addition   to   tenant  groups, 
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neighborhood  groups,  churches,  civil  rights  groups,  and  so  forth,  it 
includes  the  National  Association  of  Homebuilders  and  the  Council 
of  State  Housing  Agencies.  I  think  that's  an  indication  that  there  is 
a  broad  constituency  of  concern  for  low-income  people. 

I  would  disagree  slightly  with  Tom  White,  who's  a  member  of 
our  board.  I  think  the  Sun  has  set  on  the  American  dream  for  low- 
income  people  when  it  comes  to  housing. 

It  seems  to  me  that  the  way  to  approach  housing  assistance 
needs  and  housing  assistance  programs  is  first  to  attempt  to  exam- 
ine the  nature  of  the  problem  and  the  dimensions  of  the  problem; 
then  to  ask  ourselves  what  should  be  done  about  the  problem  in 
order  to  solve  it;  and  then  to  step  back,  necessarily,  and  ask  how 
much  of  that  can  we  do  this  year  and  what  should  we  be  doing  this 
year.  That's  the  general  framework  of  my  testimony. 

The  1970's  were  a  decade  in  which  housing  conditions  improved 
for  most  Americans  but  not  for  low-income  people.  We're  a  nation 
of  homeowners  in  this  country.  The  homeownership  rate  in  this 
country  is  65  percent.  But  fewer  than  half  of  all  households  with 
incomes  below  $10,000  are  able  to  own  their  own  homes.  The  rest 
rent.  And  the  rental  housing  gap,  the  affordability  gap,  is  becoming 
increasingly  critical. 

In  1970,  there  were  2.5  million  more  units  that  rented  for  $75  or 
less  than  there  were  households  with  incomes  of  $3,000  and  $75  per 
month  is  30  percent  of  a  $3,000  income.  We  don't  think  people  at 
that  income  level  can  afford  30  percent  of  their  income  for  housing. 
But  there  was  housing  in  the  stock  in  1970.  By  1980,  there  were 
300,000  more  households  with  incomes  below  $3,000  a  year  than 
there  were  housing  units  of  any  size,  shape,  variety,  availability, 
condition,  and  so  forth,  in  the  entire  housing  stock  that  rented  for 
less  than  $75  a  month. 

If  you  go  up  to  the  next  step  in  the  income  level,  households  with 
incomes  below  $5,000  a  year,  there  was  in  1980 — and  it's  gotten 
worse  since — a  gap  of  close  to  a  million  units.  That  is,  there  were  a 
million  more  families  at  that  very  low  income  level  than  there 
were  units  in  the  entire  housing  inventory — again  regardless  of 
quality,  location,  or  availability — which  they  could  afford  at  30  per- 
cent of  their  income. 

During  the  decade  of  the  1970's,  renter  income  in  constant  dol- 
lars, rose  by  22  percent  and  median  rents  rose  by  63  percent.  That 
was  more  than  the  increase  in  housing  costs  in  constant  dollars  for 
homeowners  whether  they  had  mortgages  or  whether  they  did  not. 

In  1970,  there  were  5.8  million  renter  households  with  incomes 
below  $3,000.  In  1970,  the  median  rent  paid  by  those  households 
was  a  little  less  than  $75  a  month  and  the  household  at  the  top  of 
that  income  bracket,  with  an  income  of  $3,000,  would  be  paying  34 
percent  of  their  income  for  rent  and  would  have  $165  left  for  all 
their  other  uses. 

In  1980,  there  were  far  fewer,  fortunately,  households  with  in- 
comes below  $3,000,  but  there  were  still  almost  3  million;  2.7  mil- 
lion renter  households  in  this  country  with  household  income 
below  $3,000.  These  are  official  HUD-Census  Bureau  figures.  The 
median  rent  paid  by  those  households  had  risen  from  $85  a  month 
to  $179  a  month,  which  is  72  percent  of  an  income  of  $3,000,  which 
meant  a  family  paying  median  rent  with  income  at  the  top  of  the 
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range  would  have  only  $71  a  month  left  to  meet  all  of  its  other 
needs. 

Now  half  of  those  2  million  families  were  single  persons.  The 
other  half  were  families  of  two  or  more.  About  5  percent  were  fam- 
ilies of  five  or  more.  That's  the  affordability  problem  which  we 
need  to  address  ourselves  to. 

We  have  had  in  this  country  subsidized  housing  programs  for 
close  to  half  a  century.  In  that  half  a  century,  we  will  have  pro- 
vided, when  all  of  the  units  that  are  now  in  the  pipeline  for  HUD 
and  The  Farmers  Home  Administration  programs  are  built  and  oc- 
cupied, somewhat  more  than  5  million  units.  That's  a  million  units 
a  decade.  We  are  not  keeping  up  with  the  need. 

The  budget  request  submitted  by  President  Reagan  for  additional 
budget  authority  for  low  income  housing,  which  is  the  critical 
number  when  it  comes  to  how  much  each  year  we  are  going  to  add 
to  the  number  of  families  or  the  number  of  buildings  that  we  are 
providing  housing  assistance  for,  is  a  98  percent  cut  from  the 
budget  level  which  President  Ford  submitted  in  the  budget  that  he 
proposed  just  before  he  left  office.  In  constant  dollars,  it  is  1.2  per- 
cent of  that  budget  request.  It's  1.5  percent  in  constant  dollars  of 
the  budget  request  submitted  by  former  President  Carter  just 
before  he  left  office.  In  the  Carter  years,  in  constant  dollars,  the 
amount  that  was  proposed  for  low-income  housing  assistance 
dropped  slightly. 

That's  the  context  in  which  you're  asked  to  legislate  on  low- 
income  housing  programs. 

EIGHT  MAJOR  ITEMS 

The  National  Low-Income  Housing  Coalition  suggests  that  in 
order  to  meet  the  problem,  the  full  dimensions  of  the  problem, 
there  are  eight  major  things  which  we  need  to  do. 

First,  we  need  to  adopt  an  adequately  funded  entitlement, 
income-based  housing  assistance  program  to  enable  low-income 
people  to  obtain  decent  housing  at  costs  they  can  afford.  That's  a 
long  mouthful  for  saying  what  some  people  call  vouchers,  but  if 
we're  going  to  use  vouchers,  there  are  three  conditions,  none  of 
which  the  administration's  proposals  meet,  by  the  way. 

First,  the  program  should  be  universal.  We  should  define  who  is 
eligible  and  then  we  should  provide  vouchers  for  every  household 
that  is  eligible.  That  proposal  is  not  a  new  one.  It  was  made  most 
recently,  however,  not  by  us  but  by  the  American  Heritage  Foun- 
dation. 

Second,  the  voucher  amount  should  be  enough  to  cover  the  differ- 
ence between  whatever  we  decide  is  the  amount  that  low-income 
people  can  afford  and  should  be  asked  to  pay  and  the  cost  of  hous- 
ing that  they  actually  are  able  to  obtain.  The  administration's  pro- 
posal for  modifying  fair  market  rents  to  lower  the  payment  stand- 
ard falls  short  of  that. 

Finally,  if  we  don't  want  costs  to  escalate  out  of  sight,  we  need  to 
couple  vouchers  with  a  supply-side  approach  to  provide  additional 
new  and  rehabilitated  housing  designed  for  occupancy  by  low- 
income  people. 
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The  remaining  points  of  the  National  Low-Income  Housing  Coali- 
tion's program  addresses  additional  things  which  need  to  be  done 
on  top  of  an  entitlement  program — production  and  preservation  of 
low-income  housing,  strengthen  fair  housing  laws  and  their  en- 
forcement, a  strong  role  for  community-based,  nonprofit  organiza- 
tions through  the  implementation  of  low-income  housing  programs, 
retention  in  viable  condition  of  the  current  stock  of  federally  assist- 
ed and  insured  low-income  housing,  no  displacement  of  low-income 
people  from  their  neighborhoods  by  either  public  or  private  action. 
We  aren't  even  providing  enough  additional  units  and  haven't  been 
for  the  last  several  years  to  provide  assistance  for  the  low-income 
people  who  are  being  displaced,  let  alone  the  people  who  already 
have  problems.  Tax  reform  to  curb  the  massive  subsidies  which  we 
are  providing  through  the  tax  system,  and  I  just  received  this 
morning  from  my  friends  at  HUD  a  copy  of  the  1982  housing  pro- 
duction report  and  there's  a  table  in  the  appendix  that  shows  in 
1982  mortgage  interest  and  property  tax  deductions  cost  the  Feder- 
al Government  over  $30  billion,  and  only  $2  billion  of  that  amount 
benefitted  people  with  incomes  below  $20,000. 

Finally,  monetary  and  credit  policy  to  provide  reasonable  financ- 
ing costs  and  get  us  off  of  this  up  and  down  building  cycle  which 
add  unnecessarily  to  housing  cost. 

Specific  on  recommendations  on  pending  legislation  and  authori- 
zations. First,  we  recommend  authorization  of  budget  authority  for 
low  income  housing  assistance  at  the  level  of  $30  billion,  which  is 
the  level  that  was  approved  by  the  Congress  with  bipartisan  sup- 
port, as  I  recall  it,  for  1981.  That's  the  15-  or  20-year  runout  cost. 
The  annual  cost  would  be  less  than  $2  billion  once  all  the  units  are 
built  and  online,  and  that  would  happen  in  approximately  1988. 

I  would  love  to  be  able  to  come  here  and  talk  about  ways  of  cut- 
ting the  budget  or  ways  of  providing  low-income  housing  which 
would  not  involve  a  major  Federal  financial  commitment.  There  is 
nothing  I  would  rather  do,  because  I  know  the  problems  of  provid- 
ing adequately  for  financial  support  with  the  deficit  problem.  But 
the  simple  fact  is  that,  when  you  are  trying  to  provide  assistance 
for  people  who  cannot  pay  more  than  $75  or  $100  or  $125  a  month 
for  shelter,  there  is  no  way  to  do  it  without  substantial  expendi- 
tures. 

We  do  not  expect  to  provide  education  without  spending  money 
for  schools.  We  do  not  expect  to  provide  health  care  without  spend- 
ing money  for  doctors  and  hospitals  and,  similarly,  we  cannot  pro- 
vide low-income  housing  without  spending  money  for  housing  as- 
sistance. Yet  we  have  never  spent  even  one  percent,  in  outlays,  of 
the  Federal  budget  on  providing  housing  assistance  for  low-income 
people;  and  even  if  Congress  were  to  approve  the  $30  billion  that 
we  request  we  still  would  not  be  reaching  the  1  percent  level  in 
Federal  outlays  for  low-income  housing. 

Second,  I  urge  you  to  reject  again  the  proposal  of  the  administra- 
tion that  food  stamps  be  counted  as  income  in  determining  eligibil- 
ity in  rent  for  low-income  housing. 

Some  42  percent  of  assisted  housing  tenants  receive  food  stamps 
and  depend  on  food  stamps  and,  even  though  they  get  food  stamps, 
they  have  incomes  that  with  their  food  stamps  place  them  below 
the  poverty  level.  And  the  effect  of  this  proposal,  if  it  were  to  be 
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adopted,  would  be  to  increase  the  rents  of  those  people  by  27  per- 
cent of  the  value  of  their  food  stamps.  There's  a  table  in  my  pre- 
pared statement  on  the  impact  of  that  for  a  mother  on  AFDC  with 
three  children  State  by  State. 

In  the  State  of  Texas,  that  change  would  increase  the  rent  paid 
by  that  family  by  473  percent,  and  it  would  mean,  after  the  rent 
increase  was  phased  in,  that  that  family  would  have  exactly  $1.73 
per  day  to  live  on  for  the  mother  and  her  three  children  after 
paying  her  rent.  There  is  no  way  that  I  can  imagine  that  a  family 
of  four  can  live  on  $1.73  a  day  after  paying  their  rent.  I  urge  you 
again  to  reject  that  proposal. 

We  cannot  deal  with  our  housing  problems  without  continued 
construction  and  rehabilitation  housing  units  earmarked  and  subsi- 
dized for  low-income  people.  I  urge  you  again  to  include  in  this 
year's  authorization  bill  major  approaches  which  you  had  last  year, 
the  approaches  which  were  designed  to  prevent  the  disposition  of 
public  housing  projects  without  adequate  replacement  housing,  to 
provide  protections  under  the  modified  section  8  existing  program 
(if  you  choose  to  modify  it)  to  see  that  the  payment  standard  is  in 
fact  adequate,  and  to  provide  an  opportunity  for  additional  housing 
production. 

There  are  some  other  specific  recommendations  in  my  prepared 
statement.  In  the  interest  of  time  I  will  omit  them.  I  will  simply 
point  out  that  at  the  rate  the  administration  proposes  to  provide 
vouchers  it  will  take  150  years  to  provide  vouchers  for  the  families 
that  the  President's  Commission  on  Housing,  which  has  the  lowest 
response  estimate  that  I  know  of  of  housing  needs,  says  are  essen- 
tial and  at  the  rate  at  which  the  administration  proposes  to  pro- 
vide rehabilitation  funds  through  its  rehabilitation  block  grant— 
there's  a  slight  improvement— we  could  rehabilitate  the  buildings 
which  Secretary  Pierce  said  in  his  prepared  backup  material  were 
seriously  substandard  in  147  years.  That  is  not  I  think  a  program 
which  can  be  described  as  a  serious  attempt  to  deal  with  a  major 
and  desperate  national  housing  problem.  Thank  you. 

Senator  Tower.  Thank  you,  Mrs.  Dolbeare,  for  your  very  elo- 
quent testimony. 

[The  complete  statement  follows:] 
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Low  Income  Housing  Coalition 

215  Eighth  Street,  N.E..  Washington,  D.C.  20002  •  (202)  544-2544 

Hon.  Edward  W.  Brooke,  Chalrptnon  Gushing  N.  Dolbeare,  President 


LOW  INCOME  HOUSING  NEEDS  AND  PROGRAMS:  A  WIDENING  GAP 

Statement  of  Gushing  N.  Dolbeare,  Preaident,  National  Low  Income  Housing 
Coalition,  before  Housing  Subcommittee,  Senate  Committee  on  Banking,  Finance, 
and  Urban  Affairs,  March  10,  1983. 

This  testimony  will  attempt  to  put  the  legislative  proposals  before  the 
Subcommittee  in  the  context  of  low  income  housing  needs  and  the  diminishing 
federal  program  response  to  them.  It  will  then  deal  with  a  number  of  the 
specific  proposals  made  by  the  Administration  and  others. 

THE  CONTEXT:   LOW  INCOME  HOUSING  NEEDS 

The  decade  of  the  1970's  was  one  of  rapid  housing  change.  Among  other  things, 
it  saw,  with  the  completion  of  almost  one  million  units  authorized  by  the 
Housing  Act  of  1968  and  an  additional  1.2  million  units  under  the  Section  8 
program,  a  substantial  increase  in  the  subsidized  housing  inventory.   Even  so, 
while  housing  progress  was  marked  for  most  people,  low  income  people  fell 
further  and  further  behind. 

Between  1970  and  1980,  according  to  the  Annual  Housing  Survey,  the  number  of 
occupied  housing  units  increased  by  27X .   Home  ownership  continued  to  rise, 
though  more  slowly  than  during  the  1950's  and  1960's.   In  1980,  65. 6Z  of  all 
households  owned  their  homes,  compared  to  62.92  in  1970.   The  number  of  units 
lacking  some  or  all  plumbing  facilities  —  a  traditional  measure  of  housing 
quality  —  dropped  by  462.   Nevertheless,  there  were  still  2.4  million  units 
lacking  plumbing. 

Tenure  continued  to  be  closely  related  to  income.   In  1980,  more  than  half  of 
all  households  with  incomes  below  $10,000  rented.  In  contrast,  only  29Z  of 
those  with  higher  incomes  rented. 

Housing  costs  have  risen  far  more  rapidly  than  incomes.  In  1970,  median  renter 
income  was  $6300  and  median  rent  was  $108.   By  1980,  median  renter  income  had 
risen  to  $10500,  a  67X  increase,  but  median  rent  was  $241  per  month,  a  1232 
increase.  Converted  to  constant  dollars,  we  estimate  the  change  in  income  and 
rents  or  housing  costs  as  follows: 
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Chart   I.     Significant 
(Numbers   in 

1970 

HU  under  $3000 
Units  under  $75 

1980 

HH  under    $3000 
Units   under   $75 


changes,    1970-1980,    in  housing  affordability  for  renters 
thousands) 

575  9     *********************************** 

8208     ************************************************** 

2748     ***************** 
2458     *************** 


1970 

HH  $3000-4999 
Units:    $75-124 

1980 
HH  $3000-4999 
Units:    $75-124 


3565     ********************** 

67  00     ***************************************** 


3598     ********************** 
2987      ****************** 


1970 

HH   $5000-6999 
Units   $125-174 

1980 

HH  $5000-6999 
Units   $125-$174 


3661     ********************** 
3957     ************************ 


2882     ****************** 

4575     **************************** 


1970 

HH  under   $5000 
Units  under   $125 

1980 

HH  under    $5000 
Units   under   $125 


CUMULATIVE 


9334     ***************** 
14908     *************************** 


6346 
5445 


************ 
********** 


1970 

HH  under   $7000 
Units  under   $175 

1980 

HH  under  $7000 
Units  under  $175 


12995   ************************ 

1887  5  ********************************** 


9228  ***************** 
10020  ****************** 


1970 

Total  renter  HH 

White 

Black 
Married  couples 
Other  male  HHr 
Other  female  HHr 
Single  persons 
1980 
Total  renter  HH 

White 

Black 
Married  couples 
Other  male  HHr 
Other  female  HHr 
Single  persons 


23  560  ******************************************* 

19601  ************************************ 

3607  ******* 

17171  ******************************* 

1143  ** 

3270  ****** 

6389  ************ 

27  556  ************************************************** 

21894  **************************************** 

4827  ********* 

17772  ******************************** 

2238  **** 

5715  ********** 

9784  ****************** 


Source: 


Low  Income  Housing  Information  Service  (based  on  data  from  1980  Annual 
Housing  Survey) 
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Income  and  housing  costs,  1970  and  1980,  in  1972  constant  dollars 


1970 

1980 

Change 

Median  renter  income 

$6810 

$8316 

$1506 

22, 

.U 

Median  rent 

117 

191 

74 

63. 

.2Z 

Median  owner  income 

$10486 

$15682 

$5196 

49 

.ex 

Median  value 

$18486 

$40630 

$22144 

119, 

.82 

Median  monthly  cost 

Unmortgaged 

65 

104 

39 

60, 

.02 

Mortgaged 

186 

291 

105 

56, 

.52 

Moreover,  the  greatest  problems  were  at  the  bottom  of  the  income  scale.  It  is 
almost  impossible  to  convey  the  intensity  and  magnitude  of  the  housing 
problems  of  our  very  lowest  income  renters.  The  charts  on  the  following  pages 
are  an  effort  to  do  so.  Chart  1  shows  the  changes  in  housing  aff ordability  for 
renters  between  1970  and  1980.   In  1970,  there  were  5.7  million  households 
with  incomes  under  $3,000  and  another  2.7  million  households  with  incomes 
between  $3,000  and  $5,000.  At  the  same  time,  there  were  8.2  million  units 
renting  for  less  than  $75  per  month  (302  of  $3,000)  and  another  6.7  million 
units  at  rents  between  $75  and  $125  per  month.   In  other  words,  there  were 
5.6  million  more  units  renting  for  less  than  $125  per  month  than  there  were 
renter  households  with  incomes  below  $5,000.   Even  so,  the  situation  was  far 
from  satisfactory:  many  of  the  units  in  this  low  rent  range  were  seriously 
substandard;   or  they  were  the  wrong  size;  or  they  were  in  the  wrong 
locations;  or  the  owners  discriminated  agiinst  would-be  tenants;  or,  finally, 
they  were  occupied  at  bargain  rents  by  higher  income  households. 

By  1980,  the  situation  was  infinitely  worse,  and  although  hard  data  is  not  yet 
available,  we  have  every  reason  to  believe  that  the  past  two  years  have  been 
even  grimmer.  In  1980  there  were  still  2.7  million  renter  households  with 
incomes  below  $3000,  but  the  number  of  units  renting  for  less  than  $75  had 
dropped  to  2.4  million.  There  were  also  0.6  million  more  renter  household 
with  incomes  between  $3000  and  $5000  than  units  at  rents  between  $75-125. 

This  is  reflected  in  the  very  high  rent-income  ratios  paid  by  households  with 
incomes  below  $5000:  almost  all  of  them  pay  more  than  half  their  incomes  for 
shelter.   In  contrast,  as  Chart  II  shows,  almost  none  of  the  households  with 
incomes  above  $20,000  pay  as  much  as  one  quarter  of  their  income  for  rent, 
including  utilities. 

In  1970,  a  family  with  an  income  of  $3,000  (the  top  of  the  range)  at  the 
median  rent  of  $85  paid  by  the  5.8  million  renter  households  with  incomes 
below  $3000  would  spend  342  of  its  income  for  shelter,  leaving  $165  for 
all  other  needs. 


In  1980,  the  family  with  an  income  of  $3,000  at  the  median  rent  of  $179 
paid  by  the  2.7  million  households  with  incomes  below  $3,000  would  spend 
722  of  its  income  for  shelter  and  have  only  $71  for  all  other  needs. 

Moreover,  only  192  of  the  renter  households  in  this  lowest  income  bracket 
lived  in  subsidized  housing  in  1980.  More  than  half,  512,  were  households  of 
two  or  more  people;  52  were  households  of  five  or  more;  492  were  single  person 
households.   More  than  one  quarter,  272,  were  female-headed  households;  132 
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Table   1.      Significant   changes    in   the  housing   inventory,   1970-80 


All  housing  units 

Vacant /seasonal 
Year-round  units 

Owner-occupied 
White 
Black 

Renter-occupied 
White 
Black 

Vacant 
Lacking  plumbing 

Owner-occupied 

Renter-occupied 
Median  no  of  rooms 

Owner-occupied 

Renter-occupied 
Median  no  of  persons 

Owner-occup  ied 

Renter-occupied 
Married  couples,  no  nonrelatives 

Owner-occupied 

Renter-occupied 
Other  male  householder 

Owner-occupied 

Renter-occupied 
Other  female  householder 

Owner-occupied 

Renter-occupied 
1-person  households 

Owner-occupied 

Renter-occupied 
Median  Income 

Owners 

Renters 
Median  value,  owner-occupied 
Median  rent,  renter-occupied 
Renter  income 

Under  $3000 

$3000-4999 

$5000-5999 

$6000-6999 

$7000-9999 
Rental  units 

Under  $80 

$80-99 

$100-149 

$150-199 

$200-299 


1970-80 

Change 

1980 

1970 

Number 

Percent 

88207 

6867  2 

19535 

28.4 

2183 

973 

1210 

124.4 

86204 

67699 

18505 

27.3 

52516 

39886 

12630 

31.7 

48028 

37005 

11023 

29.8 

3776 

2568 

1208 

47.0 

27556 

23560 

3996. 

17.0 

21894 

19601 

2293 

11.7 

4827 

3607 

1220 

33.8 

5953 

4254 

1699 

39.9 

2359 

4398 

-2039 

-46.4 

765 

1662 

-897 

-54.0 

988 

1849 

-861 

-46.6 

5.1 

5.0 

0.1 

2.0 

5.8 

5.6 

0.2 

3.6 

4.0 

4.0 

0 

0 

2.6 

3.0 

-0.4 

-13.3 

2.0 

2.3 

-0.3 

-13.0 

55281 

47977 

7304 

15.2 

37509 

30806 

6703 

21.8 

17772 

17171 

601 

3.5 

4264 

2441 

1823 

74.7 

2026 

1298 

728 

56.1 

2238 

1143 

1095 

95.8 

10743 

6289 

4454 

70.8 

5027 

3019 

2008 

66.5 

5716 

3270 

2446 

74.8 

17738 

11151 

6587 

59.1 

7954 

4762 

3192 

67.0 

9784 

6389 

3395 

53.1 

19800 

9700 

10100 

104.1 

10500 

6300 

4200 

66.7 

51300 

17100 

34200 

200.0 

241 

108 

133 

123.1 

2748 

5769 

-3021 

-52.4 

3598 

3565 

33 

0.9 

1445 

1847 

-402 

-21.8 

1437 

1814 

-377 

-20.8 

3863 

4620 

-757 

-16.4 

2622 

8755 

-6133 

-70.1 

1114 

3332 

-2218 

-66.6 

3676 

5641 

-1965 

-34.8 

5103 

2293 

2810 

122.5 

8307 

806 

7501 

930.6 

Source:   Low  Income  Housing  Information  Service  (based  on  data  in 
Annual  Housing  Survey:  1980,  Part  A,  General  Bousing 
Characteristics. 
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CHART    II. 


REOT-INOOME  RATIOS,   BY  INCOME,   U.S.,   1980. 


Income  under  $3000 
Under  25% 
25-34% 
35-49% 
Over  50% 


135000  * 

210000  ** 

231000  ** 

2172000  ********************** 


Inc»me  $3000-6999 
Under  25% 
25-34% 
35-49% 
Over  50% 


1086000  *********** 

956000  ********** 

1541000  **************** 

2895000  ****************************** 


Inccxne  $7000-9999 
Under  25% 
25-34% 
35-49% 
Over  50% 


1008000  ********** 

1248000  ************* 

1146000  ************ 

457000  ***** 


IncOTie  $10000-14999 
Under  25% 
25-34% 
35-49% 
Over  50% 


2742000  **************************** 

1894000  ******************* 

738000  ******** 

180000  ** 


Income  515000-19999 
Under  25% 
25-34% 
35-49% 
Over  50% 


2829000  ***************************** 

691000  ******* 

131000  * 
20000 


Income  $20000  or  more 

Under  25%  4889000 

25-34%  316000 

35-49%  30000 

Over  50%  6000 


************************************************** 


Source:  Compiled  by  Low  Income  Housing  Information  Service  from  1980  Annual  Housing 
Survey  Data. 
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were  married  couples  with  no  other  nonrelativee  in  the  household;  6X  were 
male-headed  households.   There  were  children  under  18  in  27Z  of  the 
households,  with  62  having  three  or  more  children.   Only  4Z  paid  less  than  252 
of  income  for  r«nt ;  592  paid  602  or  more.   Ten  percent  lived  in  units  lacking 
some  or  all  plumbing  facilities;  42  were  overcrowded.   Twenty-nine  percent 
were  black;  82  were  of  Hispanic  origin.  All  had  incomes  below  752  of  the 
poverty  level.   Forty-six  percent  lived  in  central  cities;  312  lived  outside 
of  metropolitan  areas. 

These  households  are  the  poorest  of  the  poor,  but  in  1980  they  were  less  than 
one  third  of  all  households  with  incomes  below  the  poverty  level.   There  were 
ttlso  another  3.3  million  renter  households  with  incomes  above  $3,000,  but 
below  the  poverty  level,  and  another  4.9  million  owner-occupants  below  the 
poverty  level. 

In  other  words,  when  we  speak  of  low  income  housing  needs,  we  are,  by  the  most 
conservative  estimates,  talking  about  millions  of  people:  29  million  in  all, 
including  more  than  11  million  children  (4  million  of  them  under  six)  and  4 
million  elderly  people. 

President  Reagan's  Commission  on  Housing,  in  its  report  last  year,  used  a  less 
conservative  estimate  of  housing  need:  households  with  incomes  below  502  of 
median.   There  are  20  million  such  households,  half  of  them  renters.   Only  one 
quarter  of  these  renter  households  are  now  in  subsidized  housing.   In  other 
words,  for  each  family  now  in  low  income  housing  —  after  close  to  half  a 
century  of  providing  housing  assistance  —  there  are  three  others  who  need  it, 
who  probably  want  it,  and  who  can't  get  it. 

The  achievements  of  our  housing  assistance  efforts  over  the  last  half  century 
sharply  contrast  with  this  picture  of  housing  need.   At  the  end  of  fiscal 
1984,  if  all  goes  as  planned,  HUD  will  be  providing  housing  assistance  to  not 
quite  four  million  households  and  the  Farmers  Home  Administration  will  be 
assisting  another  million. 

A  rough  picture  of  the  characteristics  of  households  living  in  much  assisted 
housing  is  provided  by  a  recent  Census  Bureau  report.   The  report  covers  only 
rental  housing,  omitting  the  owner-occupied  units  assisted  under  HUD's  Section 
235  and  FmHA's  502  programs.   Thus,  the  total  picked  up  by  this  survey  is  well 
below  the  actual  number  of  units  subsidized.   It  includes  occupied  units 
assisted  through  public  housing.  Section  8  and  other  rental  subsidy  programs. 
About  112  of  all  renter  households  received  federal  housing  assistance  in 
1981.  But,  significantly,  almost  one  third  of  all  female-headed  households 
with  incomes  below  the  poverty  level  lived  in  assisted  housing,  as  did  almost 
372  of  elderly  households.   Some  432  of  assisted  housing  tenants  also  received 
food  stamps,  and  four  fifths  of  these  households  were  below  the  poverty  level. 
(See  Table  2.) 

Table  3  shows  some  of  the  characteristics  of  low  income  housing  residents. 
Three  fifths  were  white.   Three  fifths  were  family  households,  but  more  than 
half  of  these  were  headed  by  women  with  no  husband  present.   There  were 
children  in  just  under  half  of  all  households.   Half  of  all  assisted  housing 
was  in  central  cities;  another  quarter  was  outside  metropolitan  areas.   (See 
Table  3  for  additional  details). 
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,  FUNDAMENTAL  ELEMENTS  OF  AN  ADEQUATE  LOW  INCOME  HOUSING  PROGRAM 

The  National  Low  Income  Housing  Coalition  is  now  embarked  on  a  process  of 
developing  specific  proposals  for  a  housing  program  that  will,  in  fact, 
provided  decent,  affordable  housing  for  all.   We  urge  that  the  Congress 
reaffirm  this  national  goal  and  enact  legislation  and  appropriations  that  make 
significant  progress  toward  meeting  it. 

An  adequate-  low  income  housing  program  would,  we  believe,  incorporate  the 
following  elements: 

o    An  adequately  funded  entitlement,  income-based  housing  assistance 

program  to  enable  low  income  people  to  obtain  decent  housing  at  costs 
they  can  afford. 

o    Production  and  preservation  programs  to  meet  those  low  income  bousing 
needs  which  cannot  be  met  by  income-support  programs  alone. 

o    Strengthened  fair  housing  laws  and  enforcement  and  a  strong 

reaffirmation  of  the  federal  government's  role  in  guaranteeing  fair 
access  to  housing. 

o    A  strong  role  for  community  based,  nonprofit  organizations  in  the 
implementation  of  housing  programs,  along  with  the  availability  of 
federal  assistance  to  meet  the  broad  range  of  housing  needs  at  the 
neighborhood  and  community  level. 

o    Retention  of  the  current  stock  of  federally  assisted  and  insured 

housing  now  occupied  by  low  and  moderate  income  people  for  their  use 
and  provision  of  the  necessary  funds  to  maintain  it  in  viable 
condition.   (This  includes  all  present  public  housing,  HUD-assisted, 
HUD-insured  and  HUD-held  units,  as  well  as  units  assisted  by  the 
Farmers  Home  Administration.) 

o    No  displacement  of  low  income  people  from  their  neighborhoods  by 
either  public  or  private  action. 

o    Tax  reform  to  curb  massive  housing  subsidies  through  the  tax  system 
to  middle  and  upper  income  people,  particularly  as  long  as  budget 
constraints  inhibit  adequate  housing  aid  to  low  income  people.  The 
cost  of  housing-related  tax  subsidies  has  risen  from  $26  billion  in 
1980  to  an  estimated  $43  billion  in  1984.  At  the  same  time,  new 
budget  authority  for  low  income  housing  is  set,  under  the 
Administration's  proposals,  to  drop  from  $26  billion  in  1980  to  $0.5 
billion  in  1984. 

o    Monetary  and  credit  policies  to  provide  reasonable  financing  costs 
for  bousing  and  limit  credit-related  sharp  fluctuations  in  building 
which  increase  the  costs,  prices,  and  rents  of  all  housing. 

We  believe  that  these  elements  provide  the  framework  for  a  viable  approach  to 
meeting  this  nation's  housing  needs  and  we  urge  that  they  be  used  by  this  ■ 
committee  as  a  test  for  its  actions  this  year:   that  you  take  no  action  which 
moves  us  away  from  these  objectives. 
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SPECIFIC  RECOMMENDATIONS  ON  PENDING  LEGISLATION 

\  For  most  of  the  last  half  century,  housing  has  not  been  a  partisan  issue.  Low 
income  housing  programs  have  had  the  support  of  both  Republicans  and 
Democrats.  Moreover,  there  is  a  broad  and  growing  constituency  of  concerned 
individuals  and  organizations  that  support  expanded  federal  assistance  to  meet 
low  income  housing  needs. 

Yet,  since  1980,  low  income  housing  programs  have  been  cut  savagely.   The 
budget  request  for  additional  low  income  housing  assistance  for  1984  is,  in 
constant  dollars,  only  1.22  of  the  level  proposed  by  President  Gerald  Ford 
just  before  he  left  office.   It  is  one-sixtieth  of  the  amount  actually 
appropriated  for  fiscal  1981,  before  the  cuts,  cancellations  and  rescissions 
began. 

WE  RECOMMEND  AUTHORIZATION  OF  AT  LEAST  $30  BILLION  IN  BUDGET  AUTHORITY  FOR 
ADDITIONAL  LOW  INCOME  HOUSING  ASSISTANCE. 

This  would  bring  us  back  to  the  1981  level.   Depending  on  the  approach  used, 
it  would  require  somewhere  between  $1.5  and  $1.8  billion  in  contract 
authority:  the  limit  on  maximum  annual  expenditures.   Moreover,  it  is  about 
half  of  the  estimated  1983-84  growth  in  homeowner  deductions  for  mortgage 
interest  and  property  taxes  which  provide  an  increasingly  costly  housing 
subsidy  for  middle  and  upper  income  people. 

There  is,  unfortunately,  no  way  of  providing  adequate  housing  assistance  for 
low  income  people  without  spending  or  commit ing  money  for  it.   Just  as  we  do 
not  expect  to  be  able  to  provide  education,  or  health  care,  or  highways 
without  significant  costs,  we  should  recognize  that  an  adequate  low  income 
housing  program  will  require  increased  spending.  We  can  and  should  find  more 
efficient  program  approaches,  but  we  cannot  provide  decent  housing  with 
mirrors  or  by  reshuffling  past  appropriations. 

The  Administration's  proposed  changes  in  the  Section  8  Existing  program, 
they  believe,  would  provide  vouchers  to  67,000  households  in  1983  for  $642 
million  instead  of  $3.8  billion  in  budget  authority.   Why  not,  instead  of 
attempting  to  defer  the  funds  to  finance  402  of  the  1984  program,  use  it 
to  assist  an  additional  297,000  households?   Doing  it  their  way,  the  1983 
appropriation  would  provide  a  total  of  364,000  certificates,  without  the 
deferral.   (This  would,  of  course,  require  an  increase  in  contract 
authority  and  higher  outlays  for  the  next  five  years.)   Even  without  the 
hidden  rent  increase  which  is  built  into  the  Administration's  approach  by 
setting  an  unrealistically  low  payment  standard,  at  least  225,000  more 
households  could  be  assisted  with  the  budget  authority  provided  for  1983 
if  the  Administration  had  been  willing  to  ask  for  the  additional  contract 
authority  to  do  it. 

Moreover,  the  cuts  of  the  past  three  years  have  not  yet  really  begun  to  be 
felt,  as  our  chart  demonstrates.   While  reservations  for  construction  or 
rehabilitation  of  assisted  housing  have  been  steadily  dropping,  completions 
(and  therefore  occupancies)  are  still  going  up:  the  result  of  the  decision 
made  by  Congress  last  year  that  the  pipeline  should  be  built,  not  cancelled. 

The  Administration  has  made  much  of  addressing  the  problem  of  housing 
affordability.   But  it  does  not  do  so.   Even  the  90,000  additional  units 
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CHART   111. 


RESERVATIONS,   STARTS,  AND  OCCUPANCIES   (COMPLETIONS)    UNDER  TOE  SECTION  8  AM) 
PUBLIC  HOUSING  PROGRAMS   (NEK  CONSTRUCTION  AND  SUBSTANTIAL  REHABILITATION) 

1975-84 


1975 
Reservations 
Starts 
Occupancies 

1976 
Reservations 
Starts 
Occupancies 

1977 
Reservations 
Starts 
Occupancies 

1978 
Reservations 
Starts 
Occupancies 

1979 
Reservations 
Starts 
Occupancies 

1980 
Reservations 
Starts 
Occupancies 

1981 
Reservations 
Starts 
Occupancies 


76122  **************** 
24532  ***** 
47674  ********** 


199227  ****************************************** 
55222  ************ 
93371  ******************** 


226832  ************************************************ 

118386  ************************* 

31193  ******* 

190554  ***************************************** 

170231  ************************************ 

86275  ****************** 


234700  ************************************************** 
175119  ************************************************* 
144874  **************************************** 


141758  *************************************** 

173249  ************************************************ 

150394  ****************************************** 


122674  ********************************** 

106035  ***************************** 

180057  ************************************************** 


1982 

Reservations  45908  **************** 

Starts  112931  **************************************** 

Occupancies  138714  ************************************************* 


1983  HUD  Estimate 
Reservations    16600 
Starts         72000 
Occupeincies    141000 


****** 

************************** 

************************************************** 


1984  HUD  Estimate 

Reservations    10000  **** 

g^f^g         45000  ****************** 

Occupancies    124963  ************************************************** 


Source:  Low  Income  Housing  Information  Service  (based  on  information  in 
HUD  Budget  Sunmaries. 
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CHART  IV. 


HOUSING  PAYMENTS,  BIDGBT  AUTHORITY,  AND  H0USIN3-RELATED  TAX  SUBSIDIES,  1980-84, 

(In  Millions  of  dollars 


1980 
Tax  subsidies 
Budget  authority 
Housing  payments 


26461  ******************************* 
26680  ******************************* 
4529  ***** 


1981 
Tax  subsidies 
Budget  authority 
Housing  payments 

1982 
Tax  subsidies 
Budget  authority 
Housing  payments 

1983 
Tax  subsidies 
Budget  authority 
Housing  payments 


33330  *************************************** 
30170  *********************************** 
5747  ******* 


36625  ******************************************* 
17374  ******************** 
6880  ******** 


39760  ********************************************** 
8652  ********** 
7774  ********* 


1984 
Tax  subsidies 
Budget  authority 
Housing  payments 


42835  ************************************************** 
515  * 
3532  ********** 


Source:  Canpiled  by  Low  Income  Housing  Information  Service  fran  Federal  Budget 
documents. 
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proposed  in  the  1984  budget  is  not  a  net  additional.   More  than  half  of  the 
funds  come  from  carry-over  balances,  meaning  that  funds  vere  already  provided 
in  prior  years.   So  the  net  increase  is  closer  to  45,000  units.   At  this  rate, 
it  would  take  150  years  to  provide  assistance  for  just  the  renter  households 
in  1980  who  met  the  Administration's  proposed  criteria  for  need  and 
eligibility. 

NO  COUNTING  FOOD  STAMPS  AS  INCOME 

The  proposal  to  count  food  stamps  as  income  in  determining  eligibility  and 
rents  for  assisted  housing  would  be  devastating  to  the  poorest  households  in 
assisted  housing.   Some  43X  percent  of  all  low  income  housing  tenants  also 
receive  food  stamps.   The  increase  would  be  at  least  27Z  of  the  value  of  their 
food  stamps:  the  lower  their  incomes,  the  more  dependent  they  are  on  food 
stamps,  and  the  higher  their  rent  increase. 

Moreover,  the  impact  will  vary  greatly  from  state  to  state  for  households  on 
public  assistance.  As  Table  4  shows,  the  full  increase  from  this  change  would 
range  from  $28.35  per  month  (a  25%  rent  increase)  in  Connecticut  to  $53.73  in 
states  with  maximum  food  stamp  grants  (with  rent  increases  for  these  ten 
states  varying  from  a  low  of  75Z  in  Oregon  to  a  high  of  947%  in  Mississippi) 

The  increases  shown  in  the  table  are  full  increases,  without  taking  into 
account  either  the  10%  cap  now  in  the  law  or  the  20%  cap  proposed  by  the 
Administration.   We  urge  that  the  higher  cap  be  rejected.   In  1981,  this 
Committee  accepted  a  proposed  20%  rent  increase  for  all  assisted  housing 
tenants:  changing  the  basic  charge  from  25%  to  30%  of  income.   While  we 
disagreed  with  this  increase,  and  again  urge  that  it  be  repealed,  we  believe 
the  Committee  did  the  right  thing  to  phase  it  in  over  five  years.   Even  the 
10%  cap,  which  this  Committee  placed  in  the  1981  act  to  forestall  unfair  and 
insupportable  results  from  other  increases,  permits  a  greater  rate  of 
increase.   To  double  it  would  be  wrong. 

We  call  your  attention  to  a  series  of  rent  increases  which  the  Administration 
is  attempting  to  impose  by  regulation.   These  include  changes  in  the 
definition  of  income,  to  eliminate  deduction  or  exclusion  of  extraordinary 
medical  expenses  and  day  care  expenses  and  a  change  in  the  way  Fair  Market 
Rents  (FMR's)  are  calculated  in  the  Section  8  Existing  program.   We  urge  that 
the  Committee,  as  it  did  last  year,  report  legislation  requiring  deduction  of 
medical  and  day  care  expenses  from  income  and  that  it  further  require  that 
FMR's  or  payment  standards  be  set  at  levels  which  in  fact  will  permit 
certificate  holders  to  obtain  housing  within  the  payment  standard  unless  they 
chose  to  do  otherwise.   Until  experience  proves  otherwise,  we  believe  that  the 
appropriate  standard  is  the  one  now  in  use:  the  median  rent  of  recently 
available  units  of  the  size  needed  in  the  market  area.   To  set  the  standard 
lower  not  only  is  unrealistic,  it  intensifies  competition  for  the  less 
expensive  units  between  voucher  holders  and  those  still  without  vouchers. 
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BO  SALE  OR  CONVERSION  OF  SUBSIDIZED  PROJECTS  OR  UNDERMINING  TENANT  RIGHT 

The  Administration  ie  proposing  repeal  of  the  requirement  that  HUD-foreclosed 
multifamily  projects  be  retained  as  subsidized  housing  upon  disposition.   It 
is  also  proposing  demolition  or  disposition  of  about  100,000  public  bousing 
units.   We  strenuously  oppose  both  of  these  proposals,   A  time  of  increasing 
housing  need  is  not  the  time  to  get  rid  of  vhat  little  assisted  housing  we 
have.   If  there  are  isolated  cases  where  there  is  no  need  or  where  the  housing 
is  truly  not  viable,  then  there  should  be  one-for-one  replacement  by  units  of 
the  same  size  as  those  let  go  or  destroyed. 

We  also  urge  this  Committee  to  strengthen  the  legislative  language  to  prohibit 
HUD  from  abandoning  the  protections  against  evictions  and  other  rights  which 
had  been  provided  under  the  public  housing  lease  and  grievance  procedures  — 
developed  under  the  Nixon  Administration  by  a  working  group  of  housing 
authority  administrators  and  tenants  —  which  are  now  to  be  substantially 
abandoned  under  UUD's  proposed  new  rules. 

CONTINUED  CONSTRUCTION  AND  REHABILITATION  OF  HOUSING  UNITS  EARMARKED  AND 
SUBSIDIZED  FOR  LOW  INCOME  PEOPLE 

Last  year,  the  President's  Cononission  on  Housing  discovered,  to  its  surprise, 
that  for  the  most  part  it  would  be  cheaper  to  house  people  in  existing  public 
housing  projects  than  to  provide  vouchers.   Why?   Because  the  projects  were 
built  when  costs  were  lower  and  present  costs  reflect  this.  And,  although  new 
construction  may  seem  expensive  today,  the  same  thing  is  certain  to  happen 
several  decades  from  now.   Moreover,  the  present  stock  of  rental  housing  does 
not  fit  the  needs  of  low  income  people:   those  who  need  assistance  most  are 
large  families  and  elderly  or  handicapped  people. 

In  its  justification  for  the  rental  rehabilitation  program,  HUD  stated  that 
there  are  1.8  million  seriously  deficient  rental  units  in  the  inventory,  along 
with  another  2.6  million  units  with  specific  inadequacies.   To  deal  with  that 
need,  a  program  estimated  at  30,000  units  a  year  is  proposed  with  no  assurance 
that  the  improved  units  will  in  fact  be  occupied  by  lower  income  people.  At 
this  rate,  the  present  need  would  be  met  in  146  years  or,  if  there  were  some 
way  to  target  aid  to  the  worst  units,  they  could  be  rehabbed  in  60  years. 

Experience  with  a  variety  of  programs  and  approaches,  from  Section  8  to 
welfare  shelter  allowances,  should  have  taught  us  that  we  cannot  rely  on 
market  forces  to  provide  adequate  housing  for  low  income  people.   The  rental 
rehabilitation  approach  will  only  work  for  a  multitude  of  nonprofit  and 
community  based  groups  now  involved  in  housing  rehabilitation  for  low  income 
people  if  the  vouchers,  which  make  the  after-rehab  rents  affordable,  can  be 
tied  to  the  units.  Otherwise,  financing  cannot  be  obtained. 

We  commend  the  Committee  for  the  changes  made  in  the  Administration  proposal 
last  year,  specifically  those  increasing  the  funding  provided  and  the 
inclusion  of  new  construction.  We  urge,  again,  that  new  construction  be 
permitted  under  the  program  and  an  additional,  critical  program  constraint: 
ALL  of  the  funds  provided  must  be  used  to  provide  housing  for  low  and  moderate 
income  people,  with  a  specific  requirement  that  at  least  half  be  for  very  low 
income  people.   This  will  mean  either  requiring  or  giving  local  communities 
and  states  the  flexibility  to  tie  vouchers  to  specific  units.   Moreover,  this 
requirement  cannot  be  limited  to  initial  rent-up;  it  needs  to  run  for  the 
subsidy  period  and  be  monitored  to  assure  that  it  is  being  followed. 
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In  addition,  because  it  has  demonstrated  that  it  is  the  only  assisted  bousing 
program  vhicb  has  been  able  to  provide  a  significant  volume  of  units  for  hard- 
^  to-house  lov  income  families,  the  public  bousing  program  should  be 
reauthorized. 

REAUTHORIZE  THE  COMMUNITY  DEVELOPMENT  BLOCK  GRANT  PROGRAM  FOR  ANOTHER  THREE 
YEARS  AT  A  DECENT  FUNDING  LEVEL  AND  KEEP  IT  TARGETED  ON  LOW  AND  MODERATE 
INCOME  PEOPLE. 

The  Cooanunity  Development  Block  Grant  program  has  proven  its  value  to  low 
income  people  and  neighborhoods.  Experience  has  also  proven,  however,  that  it 
takes  federal  standards  to  assure  that  targeting  requirements  are  met.   The 
1981  legislative  history  should  be  clear  that,  in  simplifying  the  program, 
this  Committee  and  the  Congress  did  not  intend  to  abandon  the  requirement  of 
principal  benefit  to  low  and  moderate  income  families.   In  reauthorizing  the 
program,  this  should  be  made  crystal  clear  and  the  language  should  apply  both 
to  the  entitlement  and  to  the  "States  Program".   The  statute  should  also 
prohibit  use  of  CDBG  funds  in  ways  which  result  in  displacement  of  lower 
income  families  by  public  or  private  action.   Finally,  we  oppose  relaxing  the 
present  restrictions  on  construction  of  housing  with  CDBG  funds.   Siphoning 
CDBG  money  away  from  housing  rehabilitation  as  the  only  way  of  providing 
support  for  new  construction  simply  does  not  make  sense  to  us. 

BOTH  EMERGENCY  AND  LONG-TERM  ASSISTANCE  ARE  NEEDED  FOR  THE  HOMELESS 

Homelessness  is  the  tip  of  the  iceberg  of  low  income  housing  needs.   The 
ultimate  answer  is  to  provide  adequate  shelter  for  all.   The  immediate  need 
for  emergency  assistance  appears  to  be  being' addressed,  though  inadequately  in 
our  view.   We  urge  that  any  emergency  assistance  program  be  limited  to 
provision  of  additional  facilities,  to  avoid  substitution,  and  that  it  be 
allocated  in  large  part  by  formula  to  local  governments  with  clear  intent  that 
they  give  priority  to  support  of  groups  now  working  on  the  problem. 

Beyond  that,  there  is  a  need  for  something  more  than  emergency  shelters.  For 
those  who  are  homeless  simply  because  they  are  without  funds,  an  emergency 
special  authorisation  of  Section  8  Existing  certificates  should  be  provided. 
The  Coalition,  and  some  of  our  member  organizations  who  focus  on  homelessness, 
is  also  exploring  what  additional  measures  are  needed. 

CONCLUSION 

In  addressing  low  income  housing  issues,  we  urge  this  Committee  to  remember 
three  things: 

0    The  housing  needs  of  low  income  people  are  desperate  end  growing. 

o    Low  income  housing  programs  have  already  been  cut  far  more  than  other 
low  income  programs . 

0    Housing  subsidies  for  middle  and  upper  income  people  are  untouched, 
and  still  increasing. 

Most  important,  housing  is  not  just  bricks  and  mortar.   And  in  dealing  with 
housing  issues  we  should  ask  ourselves  not  just  how  many   units  we  will  have, 
but  how  our  families  should  live  and  what  kinds  of  communities  and 
neighborhoods  they  should  live  in. 
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SPECIAL  MEMORANDUM 

Low  Income   Housing  Information   Service 

•  ••••••••••••****•*****■*■******* 

215  EIGHTH  STREET.  NORTHEAST  •  WASHINGTON,  DC  20002  •  (202)544-2544 


Number  18 
February  1983 


THE  1984  REAGAN  BUDGET  AND  LOW  INCOME  HOUSING 


With  softened  rhetoric,  in  comparison  with  last  year  and  the  year  before,  President 
Reagan  submitted  his  1984  budget  to  the  Congress  late  in  January.   It  is 
essentially  a  "stay  the  course"  budget:  continuing  an  expansion  of  military 
spending  and  proposing  deep  cuts  in  programs  for  low  income  people.  This  Special 
Memorandum  describes  the  housing  proposals  in  the  context  of  the  overall  budget  and 
of  low  income  housing  needs.   It  includes  a  series  of  tables  and  a  glossary  of 
budget  and  housing  terms.  [Note:   Feel  free  to  reproduce  this  in  whole  or  in  part. 
We  would  appreciate  appropriate  credit  or  acknowledgement.] 

THE  LOW  INCOME  HOUSING  PROPOSALS  IN  BRIEF 

The  Administration  again  proposes  to  devastate  low  income  housing  programs.   The 
budget  is  slightly  less  draconian  than  last  year's  for  the  Department  of  Housing 
and  Urban  Development  (HUD),  but  it  is  worse  for  the  rural  housing  programs  of  the 
Farmers  Home  Administration  (FmHA). 

To  understand  the  HUD  low  income  housing  budget  —  and  the  claims  and  counterclaims 
that  are  made  about  what  has  been  happening  and  what  is  proposed  —  it  is  important 
to  keep  in  mind  the  distinction  between  housing  payments  and  new  budget  authority. 

Housing  payments  are  the  subsidies  for  all  the  units  (regardless  of  program) 
which  HUD  now  assists.   Housing  payments  are  set  by  contracts  made  in  the 
past.   Thus,  they  are  uncontrollable:  as  long  as  the  contracts  are  in  force, 
the  payments  will  come  due  and  must  be  made.   Part  of  the  emphasis  on  rent 
increases  is  to  reduce  the  amounts  that  will  be  owed  under  these  contracts. 
With  the  possible  exception  of  some  Section  8  Existing  units,  all  of  the 
subsidized  housing  now  occupied  was  provided  under  prior  administrations. 
When  the  Administration  states,  as  it  has  on  several  occasions,  that  it  has 
not  cut  housing  payments,  it  is  right  because  these  payments  result  from 
actions  taken  before  President  Reagan  assumed  office. 

New  budget  authority  is  the  amount  provided  for  expanding  low  income  housing 
assistance.   It  represents  the  cost  of  the  subsidy  contracts  that  will  be 
entered  into  for  the  full  life  of  the  contracts.   Some  of  the  budget  authority 
appropriated  in  1984  wiVl  not  be  spent  until  the  next  century;  the  bulk  of  it 
will  be  spent  in  the  1990's;  little  if  any  will  be  spent  in  1984  because  the 
payments  do  not  begin  until  the  units  are  occupied.  When  the  Administration 
states,  as  it  has,  that  none  of  its  proposed  low  income  housing  reductions 
will  have  any  1984  impact,  it  is  again  technically  correct:  the  low  income 
housing  cuts  will  be  reflected  in  future  years. 
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Direct  expenditures,  or  commitments  to  spend,  are,  however,  only  a  small  part 
of  the  "housing  budget."  There  are  also  federal  lending  or  mortgage  insurance 
programs,  mainly  for  middle  income  people,  and  housing-related  tax  expend- 
itures, primarily  the  homeowner  mortgage  interest  and  property  tax  deductions. 
The  1980-84  pattern  is  striking.   While  tax  expenditures  will  have  increased 
by  622,  budget  authority  will  have  dwindled  to  almost  nothing,  and  outlays 
will  have  been  rising  substantially,  though  far  less  dramatically  than  tax 
subsidies. 

HOUSING  TAX  SUBSIDIES,  NEW  BUDGET  AUTHORITY  AND  HOUSING  PAYMENTS,  1980-84 
(Millions  of  dollars) 

******************************* 
******************************* 
***** 

*************************************** 

*********************************** 

******* 

******************************************* 

******************** 

******** 

********************************************** 

********** 

********* 

************************************************** 

* 
********** 

The  Budget  proposes  a  94%  cut  in  the  level  of  new  HUD  budget  authority  for  assisted 
housing.   Last  December,  Congress  provided  $8.6  billion  for  low  income  housing  for 
1983;  the  Administration  proposes  only  $515  million  for  1984.   Otherwise,  the 
modest  expansion  of  low  income  housing  assistance  (90,000  net  additional  units) 
will  be  supported  by  (a)  a  $3.1  billion  deferral  of  1983  funds  and  (b)  recapture  of 
funds  appropriated  in  earlier  years. 

The  level  of  new  budget  authority  for  HUD's  low  income  housing  programs  is  only 
1.9%  of  the  level  provided  when  President  Reagan  took  office.   Indeed,  it  is  only 
2.1%  of  the  $23.9  billion  level  proposed  by  President  Ford  in  the  budget  he 
submitted  to  Congress  just  days  before  leaving  office.  Moreover,  these  are 
"current  dollar"  comparisons.  Allowing  for  inflation,  it  is  1.3%  of  the  last  Ford 
budget  request  and  1.5%  of  the  1980  level. 

The  minuscule  expansion  in  new  budget  authority  is  offset  by  a  further  rescission 
of  low  income  housing  funds  "saved"  by  conversion  of  rent  supplement  units  to 
Section  8.   So  the  net  amount  of  assistance  (subtracting  the  $515  million  in  new 
money  from  a  $2.8  billion  rescission)  is  -$2.3  billion  —  the  only  minus  figure  for 
any  major  program  in  the  entire  federal  budget. 

The  Administration  is  again  proposing  to  count  food  stamps  as  income  in  determining 
rents  and  eligibility  for  low  income  housing.  About  half  the  households  in  public 
housing  or  Section  8  receive  food  stamps;   they  are  the  poorest  low  income  housing 
tenants,  and  this  proposal  would  increase  their  rents  by  27%  of  the  value  of  their 


1980 

Tax  subsidies 

26461 

Budget  authority 

26680 

Housing  payments 

4529 

1981 

Tax  subsidies 

33330 

Budget  authority 

30170 

Housing  payments 

5747 

1982 

Tax  subsidies 

36625 

Budget  authority 

17374 

Housing  payments 

6880 

1983 

Tax  subsidies 

39760 

Budget  authority 

8652 

Housing  payments 

7774 

1984 

Tax  subsidies 

42835 

Budget  authority 

515 

Housing  payments 

8532 
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food  stamps ,  with  the  greatest  absolute  increases  falling  on  the  poorest  tenants, 
since  they  have  the  highest  food  stamp  allotments.  This  change  requires  amending 
the  food  stamp  lav. 

While  there  are  no  other  rent  increases  proposed  in  the  budget  itself,  HUD  has 
proposed  regulations  making  two  major  program  changes  which  would  also  increase 
housing  costs  for  subsidized  tenants.   The  first  changes  the  manner  in  which  income 
is  calculated,  to  eliminate  most  current  deductions  and  exclusions  (such  as  day 
care  expenses  for  working  mothers  and  extraordinary  medical  expenses).   The  second 
would  reduce  the  amount  of  the  subsidy  available  under  the  Section  8  existing 
program  (a  "housing  voucher"  program  which  has  been  in  effect  since  1974  and  which 
now  assists  over  one-half  million  households).  This  is  to  be  done  by  reducing  the 
base  for  calculating  the  "fair  market  rents"  (FMRs)  which  determine  the  subsidy 
amount  and  then  letting  tenants  pay  the  extra  (or,  if  they  can  find  cheaper  units, 
keep  the  saving). 

In  other  modifications  to  the  Section  8  Existing  program,  the  Administration  is 
proposing  to  shorten  the  contract  term  from  15  years  to  5  years.   This  gives  a 
paper  saving,  since  the  budget  authority  for  low  income  housing  programs  equals  the 
annual  cost  multiplied  by  the  term  of  the  contract.  So  this  change  reduces  budget 
authority  by  two-thirds;  it  also  means  a  substantial  jump  in  costs  in  1989,  when 
the  contracts  expire,  instead  of  deferring  contract  renewals  to  1999. 
Alternatively,  the  full  amount  appropriated  for  1983,  if  used  as  proposed  by  the 
Administration,  could  fund  364,000  households  instead  of  67,000  households. 

In  a  change  from  last  year's  proposals,  the  Administration  is  now  willing  to  allow 
annual  subsidy  adjustments  for  cost  increases,  but  these  are  to  be  paid  for  by 
attrition  in  program  level.   In  other  words,  if  there  is  an  average  increase  of  5% 
per  year  in  fair  market  rents,  by  the  end  of  the  five  years,  there  would  be  only 
65,816  households  receiving  payments,  instead  of  the  80,000  initially  assisted. 
Again,  this  results  in  a  paper  saving,  since  Section  8  existing  costs  are  now 
calculated  with  a  reserve  built  in  to  cover  future  cost  increases. 

The  Administration  also  proposes  a  change  in  how  public  housing  operating  subsidies 
are  to  be  calculated.  These  subsidies  are  intended  to  cover  the  difference  between 
income  from  tenant  rents  and  the  cost  of  operating  public  housing  projects.  The  new 
proposal  is  to  base  the  subsidies  on  "fair  market  rents"  in  the  community,  not  on 
the  cost  of  operating  the  projects.  Moreover,  after  a  phase-in  period,  operating 
and  modernization  subsidies  would  be  combined.   The  immediate  effect  of  this 
proposal  is  to  increase  1984  public  housing  operating  subsidies  by  one  quarter 
while  simultaneously  reducing  modernization  funding  by  45Z,  for  a  net  reduction  of 
11%  in  the  combined  programs. 

The  Indian  housing  program  would  be  ended,  to  be  replaced  by  an  allocation  of  $76 
million  to  be  used  by  Indian  tribes  for  construction  writedowns,  rental  assistance 
certificates,  or  both.   HUD  estimates  1000  units  will  get  both,  and  500  more  will 
get  construction  writedowns,  but  use  of  the  funds  will  be  up  to  the  tribes. 
Accompanying  this  will  be  some  modifications  in  PTIA  insurance  programs  in  an  effort 
to  make  them  workable  on  Indian  reservations  for  people  who  might  then  be  able  to 
afford  unassisted  housing  and  a  $44  million  increase  (to  a  total  of  $75  million)  in 
CDBG  funds  for  Indian  tribes.  ^ 

The  budget  reflects  the  Administration's  contention  that  there  is  no  need  in  this 
country  for  additional  housing  units  built  or  rehabilitated  specifically  for  low 
income  people.   Thus,  the  only  new  housing  would  be  10,000  units  for  elderly  and 
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handicapped  people  (under  the  Section  202  program).   No  other  new  or  rehabilitated 
housing  would  be  provided  under  the  public  housing  or  Section  8  programs.  Moreover, 
the  Section  8  moderate  rehabilitation  program  would  be  ended  immediately  (with  the 
funds  approved  by  Congress  for  15,000  units  in  1983  deferred  to  1984  and  put  to 
other  use).   The  Administration  does  propose  the  same  $30  million  rental 
rehabilitation  block  grant  program  it  recommended  last  year  and  it  would  make  it 
easier  to  use  CDBG  funds  to  build  housing  (but  would  not  provide  more  funds). 

The  Community  Development  Block  Grant  (CDBG)  program  is  to  be  merged  with  General 
Revenue  Sharing  over  a  five  year  period.  Each  year,  one-fifth  of  the  funds  could  be 
transferred  from  CDBG  to  any  other  use  by  the  recipient  locality.  Meanwhile, 
funding  for  the  program  would  be  reauthorized  for  another  three  years  at  the 
present  $3.5  billion  level. 

The  rural  housing  programs  of  the  Farmers  Home  Administration  would  be  wiped  out 
and  replaced  by  a  proposed  Rural  Housing  Block  Grant.  The  only  exception  is  the 
Farm  Labor  Housing  grant  program  (which  would  receive  $4.4  million).   The  budget 
also  would  allow  $300  million  from  the  Rural  Housing  Insurance  Fund  to  be  used, 
primarily  to  service  the  present  portfolio  of  FmHA  housing  loans. 
Only  3,038  additional  units  would  be  assisted  by  FmHA  in  1984. 

THE  BUDGET  CONTEXT 

The  1984  budget  falls  midway  in  President  Reagan's  term  of  office.  Changes  since 
1980,  the  last  full  year  of  the  Carter  Administration,  are  dramatic,  particularly 
in  budget  authority.   Outlay  changes  lag  for  many  programs  —  which  means  that  in 
some  areas,  including  low  income  housing,  we  have  not  yet  begun  to  feel  the  full 
bite  of  budget  cuts  already  made. 

Table  A  is  an  effort  to  try  to  show  what  has  been  happening  in  the  broader  budget 
context.   It  shows  changes  in  each  major  area  (or  "function")  of  the  budget  from 
1980  through  the  Administration's  proposals  for  1986  in  constant  dollars  —  that 
is,  allowing  for  inflation.   The  major  increases  are  in  military  spending,  which 
rose  by  292  between  1980  and  1982,  but  is  slated  for  a  77%  increase  in  constant 
dollars  between  1980  and  1986.   The  only  other  major  increases  are  in  health  care 
(primarily  Medicare),  Social  Security,  and  interest  on  the  national  debt. 

Low  income  housing  leads  the  cuts  in  all  other  programs,  except  energy,  where  the 
1980  figure  hit  a  one-time  high  because  of  the  Synfuels  appropriation.  But  1982, 
the  year  of  cuts  we  have  just  lived  through,  is  only  the  beginning  of  the  cuts  that 
will  be  made  if  the  Administration  has  its  way. 

The  shift  in  national  priorities  is  indicated  by  the  changing  shares  of  the  federal 
budget  accounted  for  by  military  spending,  by  entitlements  (chiefly  social  security 
and  medicare),  by  interest  on  the  debt,  and  by  "all  other"  which  is  the  whole  range 
of  nonmilitary,  nonent itlement  activities  of  the  federal  government. 

1984  1985  1986 

28.3  30.5  32.1 

42.1  41.9  41.8 

12.0  12.3  12.3 

17.6  15.3  13.8 


PERCENT  SHARES 

1981 

MILITARY 

24.3 

Entitlements 

44.4 

Interest 

10.5 

All  other 

20.8 
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Table  B  compares,  in  "current"  dollars  (not  adjusted  for  inflation)  the  1983  and 
proposed  1984  budget  levels.   Total  budget  authority  of  just  over  $900  billion  is 
up  by  553  billion  from  1983.   The  military  increase  is  $35  billion;   health  care 
costs  are  up  by  $24  billion,  with  most  of  this  coming  from  higher  Medicare  costs, 
and  interest  is  up  by  $14  billion  —  a  reflection  of  the  rising  deficit. 
Offsetting  these  increases  are  cuts  in  just  about  every  other  area  of  the  budget. 
Military  spending,  which  was  22.1%  of  the  federal  budget  in  1980,  is  scheduled  to 
be  over  31%  in  1984.   Subsidized  housing,  4%  of  all  budget  authority  in  1980,  is  - 
0.3%  in  1984  because  of  the  rescissions. 

The  budget  projects  huge  deficits  in  1983,  1984  and  future  years,  and  concern  about 
these  deficits  will  clearly  influence  Congressional  response  to  the  budget.   The 
level  of  spending  is,  however,  only  one  factor  in  determining  the  deficit.   The 
budget  itself  contains  an  analysis  of  the  sensitivity  of  federal  receipts  to 
economic  growth;  other  major  influences  are  unemployment  and  interest  rates.  And, 
as  the  following  table  shows,  the  1981  tax  cut  has  made  a  huge  difference. 

1982     1983     1984     1985     1986   1982-86 

Budget  receipts 
Budget  outlays 
Deficit 

1981  tax  cut  (ERTA) 
Deficit  without  ERTA 

1982  tax  reform  (TEFRA) 
1982  highway  tax 

Deficit/surplus  without 

ERTA,  but  with  1982  law  -75.0   -106.1    -16.4     10.1    110.6    -76.9 

The  deficits,  plus  the  unprecedented  interest  rates  of  the  past  two  years,  have  led 
to  a  major  increase  in  interest  payments  on  the  federal  debt:  from  $75  billion  in 
1980  to  an  anticipated  $145  billion  in  1984.  A  twofold  attack  on  the  problem 
appears  to  be  shaping  up:  continued  reductions  in  spending  (but  with  the 
Congressional  focus  this  year  far  more  on  military  spending)  plus  further  tax 
increases,  either  by  eliminating  loopholes  or  postponing  or  capping  the  third  year 
ERTA  tax  cut. 

HOUSING  NEEDS  AND  THE  STATUS  OF  LOW  INCOME  HOUSING  PROGRAMS 

There  is  a  lot  of  information  and  detail  in  the  various  volumes  that  comprise  the 
Budget,  but  nowhere  is  there  an  effort  to  set  forth  what  must  be  done  to  provide 
decent  housing  for  low  income  people,  or  even  any  estimate  of  low  income  housing 
need.   Herewith  are  a  few  facts,  drawn  primarily  from  data  in  the  1980  Annual 
Housing  Survey,  to  provide  the  framework  for  considering  and  commenting  on  the 
budget . 

The  lowest  responsible  current  estimate  of  low  income  housing  need  is  contained  in 
the  April  1982  Report  of  the  President's  Commission  on  Housing,  which  states  that 
there  are  a  total  of  about  20  million  households  with  incomes  below  50%  of  median. 
One  half,  or  10  million,  are  renters.  One  quarter  of  these,  or  about  2.5  million, 
live  in  subsidized  housing.  Almost  all  the  rest  either  live  in  substandard  housing 
or  pay  more  than  they  can  afford  for  shelter.   In  other  words,  there  are  some  7.5 
million  renter  households  who  need  housing  assistance.  It  is  not  clear  how  many  of 
the  10  million  owners  with  incomes  below  50%  of  median  also  need  housing 
assistance,  but  a  substantial  number  clearly  do. 
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In  other  words,  by  this  reckoning,  for  each  household  now  living  in  assisted 
housing,  there  are  at  least  three  others  who  need  it.  Other  estimates  of  need  are 
far  higher:   for  example,  there  are  some  thirty  million  households  with  incomes 
below  80%  of  median,  the  standard  of  eligibility  in  use  for  low  income  programs 
throughout  most  of  the  last  decade.   Whatever  the  estimate,  it  is  clear  that  we  are^j 
far  from  reaching  it,  and  falling  constantly  further  behind. 

Another  way  of  dramatizing  housing  need- is  to  compare  the  number  of  households,  by 
income  bracket,  with  the  number  of  units  that  exist  at  rents  they  can  afford.  This 
approach  grossly  understates  true  housing  need,  since  it  leaves  out  any  consider- 
ation whatever  of  housing  quality,  suitability,  or  availability.   Nonetheless,  as 
the  chart  shows,  there  are  almost  twice  as  many  households  in  the  very  lowest 
income  brackets  as  there  are  affordable  units  at  25%  of  income. 


Income  under  $3000 

Households     2,748,000 
Units  1,252,000 

Income  $3000-4999 

Households     3,598,000 
Units  1,451,000 

Income  $5000-6999 

Households     2,882,000 
Units         2,351,000 

Income  $7000-9999 

Households     3,862,000 
Units  5,526,000 

Income  $10000-14999 

Households     5,553,000 
Units        10,067,000 

Income  $15000-19999 

Households     3,672,000 
Units         4,464,000 

Income  $20000-24999 

Households     2,263,000 
Units  1,479,000 

Income  $25000  or  more 

Households     2,978,000 
Units  994,000 
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************ 


******************* 
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**************************** 
************************************************** 


****************** 
********************** 


*********** 
******* 


*************** 
***** 


Contrasted  with  this  is  the  number  of  subsidized  housing  units.   HUD  provides  the 
following  estimates: 


Program 
Section  8 
Section  235 
Old  program 
Revised  progra 
Section  236 
Rent  supplement 
Public  housing 

Total 
Less: 

236 's  with   Section  8 
236 ' s  with   rent    sups 
TOTAL 


1982  Actual 
1,526,683 

145,682 

96,245 

536,531 

153,355 

1,224,000 

3,682,496 

-110,900 

-63,700 

3,507,896 


1983   Estimate 
1780,000 

132,000 

100,000 

536,000 

80,000 

1,250,000 

3,878,000 

-147,000 

-33,000 

3,698,000 


1984  Estimate 
2,118,000 

118,000 

95,000 

535,000 

15,000 

1,255,000 

4,136,000 

-181,800 

-6,200 

3,948,000 
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In  addition,  we  estimate  that  there  are  about  1,100,000  units  receiving  assistance 
through  the  various  rural  housing  programs  of  the  Farmer's  Home  Administration. 

BUDGET  TABLES,  WITH  COMMENTS  AND  EXPLANATION 

TABLE  1.   CHANGES  IN  HUD  HOUSING  PROGRAKS ,  1980-8A,  SHOWING  1983-84  ANT)  1980-84 
CHANGES.   Table  1  compares,  for  the  public  housing  and  Section  8  programs,  changes 
in  funding  levels  and  unit  reservations.  Actual  figures  are  shown  for  1980,  1981, 
and  1982.  Then  come  three  columns  on  1983:  the  appropriation  as  enacted  by 
Congress;  HUD's  proposed  revision;  and  the  differences  between  the  two.  The  1984 
Administration  request  is  followed  by  comparisons  with  the  1983  level  (using  the 
Administration's  proposed  revision)  and  with  actual  levels  in  1980. 

The  differences  in  the  number  of  units  are  underestimated  because  of  a  change  in 
the  basis  for  the  figures:  1980  figures  are  net  reservations  (gross  reservations 
adjusted  for  cancellations,  etc);  all  later  figures  are  gross  reservations.  An 
effort  has  been  made  to  separate  unit  reservations  which  represent  an  addition  to 
the  stock  of  low  income  housing  from  those  which  substitute  Section  8  assistance 
for  subsidies  now  provided  under  other  programs.  Figures  for  the  Section  202 
elderly  and  handicapped  housing  program  and  the  Indian  housing  program  are  in 
parentheses  because  they  are  included  in  the  Section  8  new  and  public  housing 
totals,  respectively. 

Note  that  the  Administration  is  proposing  deferral  of  $3.1  billion  in  budget 
authority  from  1983  to  1984.  New  budget  authority  for  low  income  housing  would  drop 
by  94%,  from  $8.6  billion  in  1983  to  $0.5  billion  in  1984. 

Moreover,  in  1983,  the  Administration  is  proposing  major  changes  in  the  Section  8 
existing  housing  program.  By  regulation,  it  is  proposing  to  lower  fair  market  rents 
(to  the  40th  percentile  of  all  rental  housing,  instead  of  the  median  rent  of  units 
becoming  available  —  a  reduction  of  15%  to  20%  in  most  markets).  Legislation  will 
be  proposed  to  set  the  Section  8  subsidy  at  the  difference  between  the  tenant 
contribution  and  the  fair  market  rent  and  to  limit  the  contract  to  five  years.  The 
change  in  the  subsidy  would  mean  that  tenants  would  pay  less  out  of  their  own 
pockets  if  they  found  cheaper  housing;  more,  if  they  didn't.  With  lowered  fair 
market  rents,  few  believe  that  any  significant  number  of  households  will  gain  by 
this  change;  many  will  lose.  The  shortened  contract  term  results  in  a  paper  saving, 
since  budget  authority  (the  cost  of  the  program)  is  determined  by  the  multiplying 
the  annual  cost  by  the  length  of  the  contract.  So,  there's  a  67%  "saving"  by 
shortening  the  contract  from  15  years  to  5  years. 

The  table  does  NOT  show  the  impact  of  another  Administration  proposal:  that  food 
stamps  be  counted  as  income  in  determining  rents  and  eligibility  for  HUD  subsidized 
housing,  a  proposal  that  was  rejected  by  the  Senate  Agriculture  Committee  last 
year. 

The  bottom  of  the  table  shows  the  impact  of  a  proposal  to  change  public  housing 
subsidies.  Presently,  there  are  three  subsidies  for  public  housing:  (1)  annual 
contributions  to  amortize  the  bonds  financing  the  housing;  (2)  operating  subsidies 
to  cover  the  gap  between  income  from  rents  and  the  costs  of  operations;  and 
(3)modernization  funds  to  retrofit  and  improve  older  projects.  HUD  proposes  to  base 
operating  subsidies  on  fair  market  rents  in  the  private  market,  rather  than  the 
cost  of  operating  public  housing  and,  eventually,  to  combine  modernization  and 
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pockets  if  they  found  cheaper  housing;  more,  if  they  didn't.  With  lowered  fair 
market  rents,  few  believe  that  any  significant  number  of  households  will  gain  by 
this  change;  many  will  lose.  The  shortened  contract  term  results  in  a  paper  saving, 
since  budget  authority  (the  cost  of  the  program)  is  determined  by  the  multiplying 
the  annual  cost  by  the  length  of  the  contract.  So,  there's  a  67%  "saving"  by 
shortening  the  contract  from  15  years  to  5  years. 

The  table  does  NOT  show  the  impact  of  another  Administration  proposal:  that  food 
stamps  be  counted  as  income  in  determining  rents  and  eligibility  for  HUD  subsidized 
housing,  a  proposal  that  was  rejected  by  the  Senate  Agriculture  Committee  last 
year . 

The  bottom  of  the  table  shows  the  impact  of  a  proposal  to  change  public  housing 
subsidies.  Presently,  there  are  three  subsidies  for  public  housing:  (1)  annual 
contributions  to  amortize  the  bonds  financing  the  housing;  (2)  operating  subsidies 
to  cover  the  gap  between  income  from  rents  and  the  costs  of  operations;  and 
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SUBSIDIZED  HOUSING  UKIT  RESERVATIONS  SINCE  THE  1974  ACT 


BUI  PROGRAMS: 
Section  8 


Subtotal,  puBlic 
Total,  Section  8/publi 


Actual 
1975 
(Net) 


55322 
92120 

36479 

2845 
39324 


Sect! 


on  23  5 
on  236 
supplement 
Section  202*' 
HUD  TOTAL 


206046 
111448 
490581 


housing   131444  516721 

1138  16574 

22634  11515 

1444  -4443 


140480 
21101 
330977 

49371 
8065 

57436 

388413 
4719 


98300 
37172 
257517 

63621 
4888 
68509 

326026 

11378 
283 


111692 
33346 
34294 

90375 


449649 

5719 
55366 

325075 

14471 


(Net) 

75033 
17730 
26167 
36336 
13899 
155266 

31834 
4893 
367  27 

191993 

56907 


58108 
157  53 
19916 
83041 


33242 
3128 
36370 


24114 
3413 
6799 
23418 
76216 
133406 


67146 
91000 
172746 


8944  0 
3192  2000 
12136      2000 


4754 

-668 

-380  82 

(16038) 

111526 


-73355 
(14000) 
110391 


120340 
74101 
204441 


213286    145542    174746    204441 


-650C0 
(10000) 
139441 


Subto 

515  rental 

514/516  {a 

504  very  1 

Subto 


al,  502 


op  10 


m  labor  hous 
w  income  rep 
al,  FmHA  loa 

ery  low  inc  repair 

FMHA  TOTAL 

GRAND  TOTAL 


17350 
1097 
2099 

76906 


76905 
233566 


54325 

21447 

616 

76390 


107615 
649982 


30175 
1208 
3028 

95385 

1682 
97627 
490399 


35663 
26069 
1013 
62765 


3163 
101299 
436986 


36645 
24368 
1251 
64264 

36520 

2575 

5213 

108572 

6642 

115414 

45467i 


39374 
21558 
1607 
62739 

30980 

1490 

6934 

102143 

8589 

110372 

375084 


2  87  40 

890 

5296 

96470 

7  6  87 

104157 

218182 


30500 

748 

2771 

90669 

4205 

95074 

206600 


53700 

28300 

925 

6300 

89225 

3645 

92670 

203261 


1000 
600 
2600 


3038 
142479 


of  shift  of  fi 


al  ye 


there  is  s 
compiled  fr 


ar  start  from  July  to  OctO 
e  double  counting. 
HUD/FmHA  budget  documents 


TABLE  5.   BUD  SUBSIDIZED 

BOUSING 

STARTS  AND  COUPLET 

IONS  '  KAJ 

lOR  HUD  PI 

;(XRAns, 

STARTS 

1975 
Actual 

1976+TQ* 
Actual 

1977 
Actual 

1976 
Actual 

1979 
Actual 

1960 
Actual 

1981 
Actual 

Section  8 

New  construction 
Substantial  rehabilitation 
Subtotal,  Section  8 

,    -- 

32284 
2051 
34335 

93925 
12381 
106306 

139009 
19485 
156901 

126853 
26398 
153251 

101054 
31667 
132721 

49916 
10512 
60428 

Public  Housing 
Conventional 
Indian 

Subtotal,  public  housing 

24532 
24532 

17380 
3517 
20887 

6115 
3965 
12060 

6749 
4561 
11330 

17269 
4599 
21868 

36365 
4163 
40528 

41660 
3947 
45607 

Total,  Section  8/public  housing 

24532 

55222 

118386 

170231 

175119 

173249 

106035 

Section  235 

Section  236  and  rent  supplement 
Section  202" 
BUD  TOTAL 

1801 
22070 

48403 

531 
23127 

55222 

3063 

7032 

(3414) 

128501 

7382 

1649 

(23372) 

179262 

8489 

710 

(23860) 

164318 

9577 

185 

(20850) 

183011 

36313 

(16895) 
144348 

COMPLETIONS 


Sec 


New  construction 
Substantial  rehabilitation 
Moderate  rehabilitation 
Existing  (including  conversi 

Subtotal,  Section  6 
Public  Housing 
Conventional 
Indian 

Subtotal,  public  housing 


Total,  Secti 

Section  235 
Section  236 
Section  202«« 
HUD  TOTAL 


8/public  housing 


47674 
47674 
47674 


29563 
2695 
32278 


4893 
1299 
6192 


7457 
2677 
10134 


40009 
4363 
44372 


9835 
5274 
15109 


27673Cr        223602        251899        257662 


7053 

7204 

(396) 

237859 


13574 

2190 

(9320) 

267663 


24136 

2303 

(16418) 

264301 


119398 
22132 
4896 
62324 

208750 

29576 
4055 
33631 

242381 

38313 


71344  38000  24000 

16467  9000  6000 

67831  47000  30000 

22906  20000  11100 

2194  5000  3900 

25100  25000  15000 


77382  67600  62524 

21437  12400  11470 

11366  25000  20969 

96408  148119  244486 

206593  253119  339449 

25051  32000  27000 

3476  4000  3000 

28529  36000  30000 


235122 
6096 


289119 
12600 


Housing  Infor 


vice  (compiled  from  HUD  budget  docu 
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operating  subsidies.  For  this  reason,  we  total  the  operating  subsidies  and  capital 
costs  financed  through  the  modernization  funds;'the  result  is  a  proposed  cut  of  HZ 
in  funds  available  to  support  public  housing. 

TABLE  2.   CHANGES  IN  HUD  LOW  INCOME  HOUSING  PROGRAMS,  1980-84.   Table  2  shows  what 
happened  to  HUD's  proposals  last  year  in  the  context  of  the  1980-84  changes. 

Column  (c)  shows  the  revision  of  the  1982  budget  proposed  in  January  1982:  a 
rescission  of  $9.4  billion  in  budget  authority  and  cessation  of  any  expansion  in 
subsidized  housing,  except  for  connnitments  made  between  the  start  of  the  fiscal 
year  on  October  1,  1981,  and  submission  of  the  revision  to  Congress  four  months 
later.  The  budget  contained  a  cap  of  3.8  million  on  the  number  of  units  that  could 
EVER  be  subsidized  under  HUD's  programs. 

Column  (d)  shows  what  actually  happened.  The  Administration  got  less  than  half  the 
rescissions  it  requested.  Moreover,  almost  two  thirds  of  the  funds  slated  for 
recapture  (by  cancelling  projects  in  the  pipeline)  were  saved.  Net  additional  units 
reserved  were  almost  double  the  Administration's  proposal.  Column  (e)  shows  the 
differences,  in  dollars,  between  the  Administration's  proposals  for  1982  [column 
(c)]  and  what  actually  happened  that  year  [column  (d)].  Column  (f)  shows  the  change 
in  percent  [column  (e)  as  a  percent  ofcolumn  (c)]. 

A  similar  picture  emerges  for  1983,  as  shown  in  columns  (g)  through(j).  Congress 
provided  $11.1  billion  more  for  low  income  housing  than  requested:  appropriating 
$8.6  billion  instead  of  rescinding  $2.5  billion.  The  result  is  that  almost  60,000 
more  households  will  get  assistance  than  would  have  under  the  Administration 
budget.  Moreover,  the  moderate  rehabilitation  and  Indian  housing  programs  have  been 
kept  alive.  Public  housing  operating  subsidies  and  modernization  were  both 
considerably  increased  as  Congress  signaled  its  intention  to  keep  public  housing 
projects  for  low  income  families,  and  provide  the  needed  assistance  to  do  it. 

TABLE  3.   HUD  PROGRAMS  OTHER  THAN  LOW  INCOME  HOUSING.   Table  3  shows,  again  for  the 
1980-84  period,  what  happened  in  other  HUD  programs  besides  Section  8,  Section  202, 
and  public  housing.  A  number  of  programs  have  disappeared  entirely:  the  235  home 
ownership  program,  the  312  rehabilitation  loan  program,  the  701  planning  grant 
program  and,  not  shown  on  the  table,  the  neighborhood  self-help  development  and 
livable  cities  programs.   For  the  last  three  years,  housing  counseling  has  also 
been  slated  to  end,  but  has  survived  each  time. 

TABLES  4  AND  5.   SUBSIDIZED  HOUSING  RESERVATIONS  SINCE  THE  1974  ACT  WAS  ADOPTED  AND 
HUD  SUBSIDIZED  HOUSING  STARTS  AND  COMPLETIONS.   Table  4  covers  both  HUD  and 
Farmers  Home  programs,  showing  reservations  by  program  and  type.  These 
reservations  are  the  first  step  in  providing  housing  —  allocating  funds  to 
specific  projects  or  housing  agencies  —  and  generally  are  made  during  the  fiscal 
year  for  which  funds  were  appropriated.   The  "starts"  section  of  Table  5  shows  the 
number  of  new  or  substantially  rehabilitated  units  on  which  work  was  begun.   Since 
the  Section  8  existing  and  moderate  rehabilitation  programs  do  not  involve 
"starts",  these  figures  are  much  lower  than  either  reservations  or  completions. 
"Completions"  are  units  ready  for  occupancy.   Because  of  the  time  it  takes  to 
produce  housing  (or  find  it,  in  the  case  of  the  Section  8  existing  program), 
completions  are  still  rising  in ''spite  of  the  cuts  of  the  last  two  years.   In  fact, 
1983  completions  are  predicted  to  be  higher  than  any  preceding  year  since  1974. 
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The  high  point  for  reservationE  was  in  1976,  the  last  year  of  the  Ford 
Administration,  and  the  only  year  that  the  national  goal  of  600,000  additional 
assisted  units  has  ever  been  met. 

TABLE  6.   FARraR'S  HOKE  ADMINISTRATION  BUDGET  DATA.   The  Farmers  Home 
Administration  of  the  U.S.  Department  of  Agriculture  is  the  major  provider  of 
federal  housing  assistance  in  rural  areas  and  towns  of  less  than  20,000. 

In  1984,  the  Administration  is  proposing  to  substitute  a  rural  housing  block  grant 
for  all  of  the  FmHA  housing  programs  except  grants  for  fann  labor  housing.  Some 
funds  will  be  available  for  contract  amendments,  but  only  3038  additional  units 
would  be  assisted,  compared  with  110,732  units  in  1980. 

A  better  picture  of  changes  in  FmHA  is  perhaps  provided  by  comparing  1980  and  1983, 
when  Congress  approved  far  higher  funding  levels  than  requested  by  the 
Administration.  Nevertheless,  the  number  of  assisted  units  has  dropped  by  16%  sxnce 
1980,  while  the  number  of  unsubsidized  loans  or  loan  guarantees  has  dropped  by 
almost  100%. 

Columns  (a)  through  (c)  show  actual  dollar  and  program  levels  for  1980-1982.  Column 
(d)  is  the  1983  appropriation  and  estimated  number  of  units.  Columns  (e)  and  (f) 
compares  the  1983  levels  with  1980.  Columns  (g)  through  (k)  deal  with  the  1984 
proposed  budget,  comparing  it  with  both  1980  and  1983  levels. 

The  dollar  levels  for  loans  represent  amounts  actually  lent,  not  the  cost  to  the 
government  of  these  programs.  The  subsidized  loans  are  at  low  interest  rates 
down  to  1%. 

The  lines  for  reimbursements  to  the  Rural  Housing  Insurance  Fund  and  Rural 
Development  Insurance  Fund  show  the  cost  to  the  federal  government  of  the  interest 
payments  (and  losses,  when  they  occur)  for  the  FmHA  programs.  The  reimbursements 
cover  costs  in  prior  years  that  have  not  previously  been  reimbursed  and  there  is 
generally  a  two-year  lag. 

TABLE  7.   REVENUE  LOSSES  FROM  TAX  EXPENDITURES,  1980-84.   Table  7,  drawn  from  a 
Special  Analysis  by  the  Treasury  Department,  shows  the  revenue  losses  resulting 
from  housing-related  provisions  of  the  Internal  Revenue  Code.   The  bulk  of  these 
are  home  owner  deductions  for  mortgage  interest  and  property  taxes,  which  will  have 
increased  by  64%  if  the  estimates  are  right.   Indeed,  the  $3.7  billion  increase 
from  1983  to  1984  is  almost  five  times  the  increase  in  housing  payments  which  will 
result  from  occupancy  in  1984  of  units  approved  in  previous  years. 

The  total  cost  of  housing  related  tax  subsidies  in  1984  is  estimated  at  over  $40 
billion  —  far  more  than  the  highest  appropriation  ever  made  for  low  income 
housing. 

In  its  analysis,  the  Treasury  Department  states:   The  definition  of  tax 
expenditures  is  based  on  the  distinction  between  the  'normal'  or  'reference' 
provisions  of  the  tax  structure  needed  to  make  the  tax  operational  and  the 
'special'  provisions  that  are  exceptions  to  the  reference  tax  provisions.   Such 
exceptions  are  designed  to  furlher  other  objectives,  such  as  health  care,  export 
promotion  or  employment  of  the  handicapped.   Their  operation  is,  therefore, 
comparable  to  outlay  programs,  such  as  milk  price  supports  and  rent  subsidies  that 
also  provide  a  subsidy  to  particular  activities.   For  this  reason,  the  expressions 
'tax  subsidies'  and  'tax  expenditures'  are  often  used  synonymously.   Because  the 
term  'tax  subsidies'  is  somewhat  more  descriptive  than  'tax  expenditures',  the 
former  will  be  used  in  the  remainder  of  this  analysis.   ("Special  Analysis  G:  Tax 
Expenditures",  Special  Analyses:  Budget  of  the  United  States  Government,  Fiscal 
Year  1984,  p.  G-1.) 
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GLOSSARY 

Note:   This  glossary  attempts  a  brief  explanation  of  the  terms  used  in  this  memo. 
We  have  deliberately  omitted  lots  of  detail  to  try  to  keep  it  short.   If  there  are 
other  terms  you'd  like  defined,  drop  us  a  line.   We'll  try  to  improve  and  update 
this  from  time  to  time. 

202  -  See  Section  202. 
236  -  See  Rental  Housing  Assistance 
502  -  See  Home  Ownership  Assistance 
504  -  See  Home  Repair  Loans  and  Grants 

514  -  See  Farm  Labor  Housing 

515  -  See  Rental  Housing  Assistance 

516  -  See  Farm  Labor  Housing 

ANNUAL  CONTRIBUTION  CONTRACT  (ACC).   The  contract  between  HUD  and  a  local  housing 
authority  covering  principal  and  interest  on  bonds  used  to  finance  public  housing. 

APPROPRIATION.  An  act  of  Congress  approving  spending  of  specified  amounts  of  money 
for  particular  departments  and  programs.   HUD  programs  are  included  in  the  HUD- 
Independent  Agencies  Appropriation;   Farmers  Home  programs,  in  the  Agriculture 
Appropriation. 

AUTHORIZATION.   Legislation  which  establishes  or  continues  a  federal  program  or 
agency.   Normally,  housing  programs  are  authorized  each  year,  for  the  fiscal  year 
ending  September  30.  Thus,  they  must  be  reauthorized  each  year  before  funds  can  be 
appropriated. 

BUDGET  AUTHORITY  (BA).  The  basic  way  of  measuring  federal  spending.   Budget 
authority  is  the  authority  to  spend  money,  now  or  in  the  future.   Low  income 
housing  budget  authority  is  calculated  by  multiplying  the  contract  authority  by  the 
number  of  years  in  the  contract. 

BUDGET  RESOLUTION.  A  joint  resolution  of  the  Congress,  not  subject  to  veto  by  the 
President,  which  sets  overall  budget  totals  (receipts,  spending,  and  the  size  of 
the  deficit)  as  well  as  ceilings  on  each  major  function,  subfunction  and  program. 
The  ceilings  themselves,  except  for  major  functions,  do  not  appear  in  the  budget 
resolution,  but  allocations  are  made  to  each  committee  based  on  the  assumptions  in 
the  totals.   Committees  may  shift  funds  around  within  their  allocations,  but  in 
recent  years  it  has  proven  almost  impossible  to  breach  the  overall  ceilings. 

CARRYOVER.   Funds  not  spent  in  one  year  which  can  be  used  in  the  next. 

CDBG  (COMJIUNITY  DEVELOPMENT  BLOCK  GRANTS).   A  HUD  program  of  grants  for  local 
community  development  activities.   Grants  must  be  used  for  benefit  of  low  and 
moderate  income  people,  to  prevent  or  eliminate  slums  and  blight,  or  for  other 
urgent  community  needs,  principally  to  benefit  lower  income  people.   Funds  are 
distributed  by  formula  to  entitlement  communities  (cities  of  50,000  or  more  and 
urban  counties)  and  to  states.   Nonentitlement  communities  apply  to  states  (called 
the  States  Program),  where  they  administer  the  program,  or  directly  to  HUD. 
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CONSTANT  DOLLARS.   Dollar  figures  adjusted  for  inflation.   Currently,  the  base  year 
used  is  1972.   There  are  various  ways  of  making  the  adjustments.   0MB  uses  the  "GNP 
deflator"  or  adjustment  of  the  gross  national  product  to  determine  constant  dollar 
budget  figures.   LIHIS  has  used  it  in  this  memo. 

CONTRACT  AUTHORITY  (CA).  Authority  to  make  contracts.   In  low  income  housing, 
contract  authority  is  the  maximum  amount  of  the  annual  spending  for  the  housing 
assistance  provided. 

CONVERSION.   Changing  from  one  program  or  use  to  another.  In  HUD  programs, 
conversions  usually  refer  to  shifting  the  subsidy  contract  from  one  program  to 
another  (e.g.  from  rent  supplements  to  Section  8).   Elsewhere,  it  frequently  refers 
either  to  changing  units  or  buildings  from  rentals  to  cooperatives  or  condominiums 
or  to  changing  the  number  of  units  in  a  structure. 

CURRENT  DOLLARS.   Not  adjusted  for  inflation.   Therefore,  year-to-year  comparisons 
are  misleading. 

DEFERRAL.   Postponing  spending  until  some  future  time.   Deferrals  may  be 
disapproved  by  either  house  of  Congress,  in  which  case  the  money  must  be  spent  as 
appropriated. 

ELDERLY  HOUSING.   See  Section  202. 

EXISTING  HOUSING.   See  Section  8. 

FAIR  MARKET  RENT  (FMR) .   The  standard  used  to  measure  rents  (and  therefore 
subsidies  under  Section  8).   Theoretically,  it  is  what  comparable  units  rent  for  in 
the  private  market.   HUD  publishes  separate  FMR's,  by  area  and  unit  size,  for  new 
(or  substantially  rehabilitated)  units  and  for  existing  units. 

FARMERS  HOME  ADMINISTRATION  (FmHA) .   The  agency  in  the  Department  of  Agriculture 
which  administers  rural  housing  programs. 

FARM  LABOR  HOUSING.  A  FmHA  program  of  low  interest  loans  and  grants  for 
construction  of  housing  for  migrant  farmworkers. 

FLOOR  ACTION.   Refers  to  debate  and  passage  of  a  bill,  resolution,  or  appropriation 
"on  the  floor"  of  the  House  or  Senate. 

HEARING.   Taking  of  testimony.   In  Congress,  this  is  separate  from  "mark-ups"  or 
actual  decision-making  on  legislation.   In  addition  to  statements  by  witnesses, 
most  hearings  include  written  statements  and  communications  sent  in  by  those 
wishing  to  express  their  views. 

HOME  OWNERSHIP  ASSISTANCE.   A  FmHA  program  of  low-interest  loans  (down  to  1%)  for 
purchase  of  new  or  existing  housing  in  small  towns  or  rural  areas. 

HOME  REPAIR  LOANS  AND  GRANTS.   A  FmHA  program  of  loans,  grants,  or  a  combination  of 
the  two  to  enable  rural  home  owners  to  eliminate  major  housing  deficiencies.  Grants 
may  be  made  only  to  elderly  owners.   The  program  is  limited  to  very  low  income 
owners. 

HOUSING  ASSISTANCE  PAYMENT/HOUSING  ALLOWANCE /HOUSING  PAYMENT  CERTIFICATE.   See 
"voucher". 
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HOUSING  PAYMENTS.   In  the  HUD  budget,  refers  to  payments  under  all  low  and  moderate 
income  subsidy  contracts  (except  for  public  housing  operating  subsidies).  As  the 
number  of  assisted  units  increases,  the  amount  of  payments  rises. 
HUD-HELD  OR  HUD-OWNED  PROPERTIES.   HUD  insured  properties  where  the  mortgages  are 
so  delinquent  that  they  have  been  assigned  to  HUD  (known  as  HUD-held)  or  been 
foreclosed  (HUD-owned). 

LOAN  MANAGEMENT.  A  program  of  using  Section  8  subsidies  to  provide  additional 
assistance  to  housing  projects  assisted  under  other  programs  which  are  (or  were)  in 
financial  difficulty. 

LOWER  INCOME.  Used  in  federal  law  to  refer  to  households  with  incomes  below  80Z  of 
median,  generally  the  bottom  402  of  the  income  distribution. 

MARK-UP.  Action  on  a  bill  or  proposal  by  a  Congressional  Committee.  So-called 
because  committee  members  use  or,  literally,  mark  up  a  draft  or  proposal. 

MODERATE  REHABILITATION.   See  Section  8. 

NEGATIVE  RENTS.   When  tenants  in  subsidized  housing  pay  their  own  utilities,  the 
utility  cost  may  be  greater  than  the  tenant  contribution.   In  this  case,  the  tenant 
gets  a  check  to  pay  the  excess  utility  costs.  These  are  called  "negative  rents" 
since  the  landlord  pays  the  tenant.   It  is  important  to  remember,  however,  that  the 
tenant  contribution  is  theoretically  the  same,  whether  it  is  paid  to  the  landlord 
or  the  utility  companies.   In  fact,  tenant  utility  payments  often  exceed  the 
allowance,  so  rents  (which,  by  law,  include  utilities)  may  be  higher  for  tenants 
with  negative  rents  than  for  others  with  the  same  incomes  whose  utilities  are  paid 
by  the  owner . 

NEW  CONSTRUCTION.   See  Section  8. 

0MB.  The  OFFICE  OF  MANAGEMENT  AND  BUDGET,  part  of  the  White  House,  which 
effectively  oversees  much  of  the  operation  of  the  federal  government. 

OUTLAYS  (0).   Checks  issued  or  cash  disbursed.  When  the  government  actually  pays, 
that's  an  outlay.   Low  income  housing  outlays  (housing  payments)  cover  ALL  of  the 
contracts  currently  in  force,  some  of  them  dating  back  to  the  1930' s. 

PIPELINE.   Refers  to  housing  for  which  funds  have  been  appropriated  but  which  is 
not  yet  occupied  and  applies  primarily  to  new  construction  or  substantial 
rehabilitation.  Each  year,  after  the  appropriation  is  set,  HUD  allocates  funds  to 
its  regions  and  area  offices  according  to  a  "fair  share"  formula  (which  must  be 
approved  by  0MB).   Section  8  Existing  funds  move  through  the  pipeline  quickly  but 
it  often  takes  several  years  for  new  or  rehabbed  projects.  Major  stages  in  the 
pipeline  are  "reservations",  "starts",  and  "completions". 

PROPERTY  DISPOSITION.   Refers  to  sales  of  HUD-owned  or  HUD-held  properties,  often 
with  Section  8  assistance  to  make  it  possible  for  lower  income  people  to  live  in 
them. 

PUBLIC  HOUSING.   Sometimes  incorrectly  used  as  a  synonym  for  any  subsidized  low 
income  housing.   Public  housing  is  a  program  established  in  1937  under  which  local 
housing  authorities  operate  housing  for  low  income  people.  With  few  exceptions, 
the  housing  is  owned  by  the  authority.   The  federal  subsidy  covers  interest  and 
amortization  on  the  bonds  financing  the  units.   In  addition,  because  rental  income 
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no  longer  covers  operating  costs,  as  it  did  during  the  early  years  of  the  program, 
separate  operating  subsidies  are  provided. 

PUBLIC  HOUSING  MODERNIZATION.   A  program  to  provide  major  improvements, 
particularly  energy  conservation  retrofitting,  for  older  public  housing  projects. 
Modernization  may  not  be  used  for  deferred  maintenance,  and  is  regarded  as  a 
capital  improvement.   The  BA  is  for  annual  contributions  covering  interest  and 
principal  for  20-year  bonds. 

PUBLIC  HOUSING  OPERATING  SUBSIDIES.   Payments  for  the  operation  of  public  housing. 
These  are  handled  separately  from  the  annual  contributions  which  cover  amortization 
of  the  debt  for  building  or  modernizing  public  housing. 

RECAPTURES.   Funds  which  had  been  obligated  for  a  project  which  has  been  cancelled 
and  which  therefore  can  be  re-used.   HUD  is  proposing  to  finance  a  large  part  of 
its  current  program  out  of  such  recaptures,  generally  switching  funds  from  new 
construction  or  substantial  rehabilitation  to  existing  units. 

RENTAL  HOUSING  ASSISTANCE.   A  general  term  for  housing  assistance  provided  under  a 
number  of  programs,  known  mostly  by  their  section  numbers.    SECTION  236  (of  the 
National  Housing  Act),  enacted  in  1968,  lowers  the  effective  interest  rate  down  to 
1%  for  nonprofit  and  limited  dividend  providers  of  rental  housing.   The  lower 
interest  rate,  however,  does  not  provide  enough  subsidy  to  make  236  affordable  for 
very  low  income  families  and  so  various  methods  have  been  used  to  supplement  this 
subsidy,  including  rent  supplements  and,  in  recent  years.  Section  8.   SECTION 
221 (d)3  was  a  below-market-interest  predecessor  of  236,  also  confined  to  nonprofits 
and  limited  dividend  corporations.  SECTION  515  (of  the  Housing  Act  of  1949)  is  a 
Farmers  Home  program  which  provides  as  low  as  IZ    loans  for  rental  housing  in  rural 
areas;  515  may  be  used  by  nonprofits,  for-profits,  or  public  agencies.   It  has  been 
coupled  with  Section  8  to  serve  very  low  income  families  and  there  also  a  small 
RURAL  RENTAL  ASSISTANCE  program  to  cover  operating  costs  for  515  projects  so  they 
can  serve  very  poor  people. 

RENT  SUPPLEMENTS.   A  HUD  program  enacted  in  1965  under  which  HUD  pays  to  the  owner 
(nonprofit  or  limited  dividend)  the  difference  between  the  tenant  rent  and  the 
economic  rent  of  the  unit.   Rent  supplement  projects  were  built  under  40-year 
contracts  which  are  now  being  converted  to  15-year  Section  8  existing  contracts. 
The  budget  authority  thus  saved  is  being  rescinded.  Between  1968  and  1974,  rent 
supplements  were  often  combined  with  236. 

REPROGRAKMING.   More  or  less  the  same  as  recaptures,  except  that  the  shift  is  made 
before  funds  are  obligated,  so  that  the  shift  is  made  internally  from  one  program 
to  another.   Much  of  HUD's  housing  activities  are  to  be  financed  with  such 
reprogrammed  funds . 

RESCISSION.   Repeal  or  cancellation  of  an  appropriation  already  made.   Rescissions 
must  be  approved  by  both  houses  of  Congress. 

RESERVATION.  A  specific  allocation  of  funds  to  support  a  particular  contract  to 
provide  bousing  assistance.   Generally,  this  is  regarded  as  a  firm  commitment  by 
HUD  to  fund  a  project  or  group ^of  Section  8  existing  certificates.   GROSS 
RESERVATIONS  refer  to  the  total  number  of  reservations  made,  prior  to  any 
cancellations.   NET  RESERVATIONS  are  gross  reservations  minus  cancellations.   HUD 
starting  using  gross,  rather  than  net,   reservation  figures  in  1982. 
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RURAL  HOUSING  INSURANCE  FUND.  A  revolving  fund  used  for  FmHA  rural  housing 
programs.   The  fund  is  reimbursed  annually  for  cost  of  interest  subsidies  and 
losses.   A  similar  fund,  the  RURAL  DEVELOPMENT  INSURANCE  FUND,  finances  FmHA  rural 
development  programs. 

SECTION  8.  The  basic  HUD  subsidized  housing  program  since  1974,  contained  in 
Section  8  of  the  U.S.  Public  Housing  Act  of  1937  as  revised.   Despite  its  location 
and  the  fact  that  the  authorization  for  both  public  housing  and  Section  8  is 
contained  in  Section  5(c)  of  the  act.  Section  8  is  usually  considered  a  separate 
program.   The  concept  behind  Section  8  was  to  provide  a  single  subsidy  to  cover  the 
difference  between  the  cost  of  the  unit  and  the  amount  the  tenant  paid.  Thus, 
Section  8  assistance  covers  both  the  cost  of  providing  the  unit  in  the  first  place 
(amortization  of  the  mortgage  or  loan)  and  the  cost  of  operations  (utilities, 
maintenance,  taxes,  etc). 

There  are  four  more  or  less  separate  Section  8  subprograms: 

SECTION  8  EXISTING  uses  the  present  stock  of  housing.   Generally,  certificates 
are  provided  to  recipient  households,  who  then  find  their  own  units,  which  must 
meet  basic  housing  quality  standards  and  may  not  (with  certain  exceptions) 
exceed  local  fair  market  rents.   The  Section  8  Existing  program  is  administered 
by  local  housing  agencies,  generally  housing  authorities.   In  addition,  some 
Section  8  Existing  funds  are  used  to  provide  assistance  to  specific  projects, 
usually  those  already  built  under  older  programs  and  needing  additional  help  to 
cover  operating  costs.  The  units  now  subsidized  under  the  obsolete  Section  23 
and  Rent  Supplement  programs  are  being  converted  to  Section  8. 

SECTION  8  MODERATE  REHABILITATION.   A  variation  of  the  Section  8  existing 
program  under  which  communities  receive  Section  8  funds  to  permit  lower  income 
households  to  live  in  units  which  have  been  brought  up  to  decent  standards 
without  first  being  gutted. 

SECTION  8  NEW  CONSTRUCTION.   Self-evident.   Section  8  developments  may  be  built 
by  public  agencies,  nonprofits,  cooperatives,  limited  dividend  corporations  or 
private, ■for-profit  investors.   Budget  authority  for  Section  8  new  is  the 
annual  contract  for  the  subsidy  (including  taxes,  utilities  and  maintenance) 
multiplied  by  the  20-year  term.   Thus,  the  total  cost  appears  very  high;   so 
does  the  annual  cost,  since  it  contains  an  allowance  for  future  inflation  (by 
assuming  that  there  will  be  no  rental  income). 

SECTION  8  SUBSTANTIAL  REHABILITATION.  Refers  to  units  which  are  generally 
gutted  and  rebuilt.   Thus  the  cost  (and  fair  market  rents)  are  comparable  to 
those  for  new  construction. 

SECTION  23.  A  program,  similar  to  Section  8  but  preceding  it,  in  which  public 

housing  funds  were  used  to  assist  tenants  renting  private  accommodations. 

Superseded  by  Section  8  in  1974,  and  Section  23  units  are  gradually  being  converted 
to  Section  8. 

SECTION  202  HOUSING  FOR  ELDERLY  AND  HANDICAPPED.   Enacted  in  1965  as  a  direct  loan 
program  (at  3%  or  less)  to  provide  housing  through  nonprofit  organizations  for 
elderly  and  handicapped  people,  the  program  was  revised  in  1974.  Now,  it  provides 
financing,  and  is  coupled  with  Section  8  assistance  to  make  the  units  affordable. 
Generally,  10%  of  the  units  are  for  nonelderly  handicapped;  the  rest,  for  elderly. 
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.START.   The  beginning  of  construction  or  major  rehabilitation  on  a  housing 
development.   (See  "pipeline".) 

TAX  EXPENDITURES  OR  TAX  SUBSIDIES.   Terms  used  by  the  U.S.  Treasury  (and  others)  to 
refer  to  "Provisions  of  the  Federal  income  tax  laws  that  allow  a  special  exclusion, 
exemption,  or  deduction  from  gross  income  or  provide  a  special  credit,  preferential 
rate  of  tax,  or  deferral  of  tax  liability.   Tax  expenditures  frequently  have 
results  similar  to  spending  programs,  loan  guarantees,  or  regulations."  (The  U.S. 
Budget  in  Brief:  Fiscal  Year  1984.) 

TENANT  CONTRIBUTION.  The  tenant  payment  toward  rent  (and  utilities)  in  subsidized 
housing.  Currently,  the  tenant  contribution  is  set  at  307,  of  income  for  all  "new" 
tenants  (with  some  deductions  and  exclusions  permitted,  but  these  may  be  changed). 
Tenants  as  of  October  1981  are  having  their  rents  increased  from  25%  to  30%  over  a 
5-year  phase-in  period. 

UDAG  (URBAN  DEVELOPMENT  ACTION  GRANT).  A  competitive  program  under  which  grants  are 
made  to  distressed  communities  (or  for  distressed  neighborhoods),  now  primarily  for 
economic  development  and  job  creation.   Formerly  also  used  for  neighborhood 
revitalization. 

VERY  LOW  INCOME.   Used  in  federal  law  to  refer  to  households  whose  income  is  below 
50%  of  the  median.   Generally,  this  is  the  bottom  quarter  of  the  income 
distribution. 

VOUCHERS.  Generally  used  to  describe  housing  subsidies  which  cover  the  difference 
between  tenant  contributions  and  the  rent,  including  utilities,  of  the  unit 
occupied.  Section  8  Existing,  Section  23,  and  housing  allowances  are  all  forms  of 
"voucher"  programs.  The  term  is  often  used  to  describe  the  emphasis  by  HUD  and  the 
Reagan  Administration  on  using  the  existing  housing  stock,  although  neither  HUD  nor 
the  Administration  itself  uses  the  word.  The  present  HUD  term  is  "Housing  Payment 
Certificate"  or  HPC . 
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Mrs.  Roisman. 

STATEMENT  OF  FLORENCE  ROISMAN,  NATIONAL  HOUSING  LAW 

PROJECT 

Ms.  Roisman.  Thank  you,  Mr.  Chairman.  We  very  much  appreci- 
ate the  invitation  to  testify  and  the  courtesy  and  attention  that  mi- 
nority staff  and  majority  staff  have  accorded  to  us.  Since  my  full 
statement  will  be  printed 

Senator  Tower.  We  will  incorporate  your  full  statement  in  the 
record  and  you  may  summarize. 

[The  complete  statement  follows:] 
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STATEMENT 

OF 

THE  NATIONAL  HOUSING  LAW  PROJECT 

The  National  Housing  Law  Project  appreciates  the  opportunity 
to  present  to  the  Subcommittee  our  views  on  low-income  housing 
issues  related  to  this  year's  housing  legislation.   Our  views  are 
that  (1)  the  public  housing  model  lease  and  grievance  procedure 
should  be  preserved;  (2)  demolition  and  other  dispositions  of 
public  housing  should  be  restrained;  (3)  HUD's  policies  which 
threaten  loss  of  the  subsidized  stock  must  be  changed;   (4) 
Section  8  fair  market  rents  should  not  be  set  at  the  40th  percen- 
tile of  all  existing  units;  (5)  tenants'  rents  should  be  maintain- 
ed at  25  percent  of  adjusted  income;  (6)  food  stamps  should  not 
be  treated  as  income;  (7)  housing  subsidies  should  not  be  treated 
as  income;  (8)  rent  increases  experienced  by  elderly  Rent  Supple- 
ment tenants  who  are  converted  to  Section  8  should  be  capped  at 
10  percent  annually;  (9)  adequate  funds  should  be  authorized  for 
public  housing  new  construction,  Section  8  existing  (rather  than 
vouchers),  public  housing  operating  subsidies,  public  housing 
modernization  and  flexible  subsidies;  and  (10)  federal  controls 
are  needed  to  ensure  that  the  CDBG  program  benefits  poor  people. 

I.   PUBLIC  HOUSING  MODEL  LEASE  AND  GRIEVANCE  PROCEDURES 

The  Department  of  Housing  and  Urban  Development  (HUD)  is 
proposing  to  repeal  the  current  regulations  (24  C.F.R.  Part  866) 
that  establish  model  lease  and  grievance  procedures  for  public 
housing.   Those  regulatory  requirements  were  initially  developed 
in  1971,  after  extensive  negotiations  with  representatives  of  the 
housing  authorities  (NAHRO)  and  tenants  (NTO) .   They  grew  out  of 
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dissatisfaction  with  the  practices  of  some,  but  not  all,  public 
housing  authorities  (PHAs)  and  PHA  employees,  that  caused  unfair- 
ness in  the  leasing  and  operation  of  PHA  projects.   They  reflect- 
ed judicial  decisions  regarding  the  minimum  level  of  fairness 
required  of  government  agencies  that  are  landlords.   They  were 
designed  to  provide  a  realistic  means  for  quickly  and  fairly 
resolving  disputes  between  tenants  and  PHAs,  before  the  problems 
fester  and  hostilities  develop.   HUD's  power  to  issue  the  regula- 
tions and  the  reasonableness  of  its  judgment  in  doing  so  were 
sustained  in  court  after  court.   The  regulations  themselves  were 
readopted  in  1975,  after  an  extensive  two-year  review  by  new  HUD 
officials  with  widespread  input  from  PHAs,  tenants  and  other 
members  of  the  public. 

These  carefully  developed  requirements  should  not  be  lightly 
thrown  aside  under  the  banner  of  "deregulation."   Our  experience 
and  the  experience  of  thousands  of  Legal  Services  attorneys 
demonstrate  that  public  housing  tenants  cannot  get  a  full  and 
fair  hearing  in  state  eviction  courts.   To  prepare  our  comments 
upon  HUD's  proposed  repeal,  we  surveyed  attorneys  in  all  50 
states,  the  District  of  Columbia  and  Puerto  Rico.   Even  we  were 
surprised  at  deficiencies  that  remain,  especially  in  practice,  in 
the  state  court  eviction  process.   In  summary,  we  found: 

o    Self-help  eviction  tactics,  such  as  lockouts  and 
utility  shutoffs  are  still  permitted  in  11  states. 
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o    In  at  least  one  state,  Arkansas,  landlords  can  use  a 
criminal  proceeding  to  force  tenants  out.   (We  know  of 
at  least  one  Section  8  tenant  who  was  jailed  when  she 
withheld  rent  because  of  a  dispute  with  her  landlord 
over  a  leaky  shower.) 

o    Four  states  authorize  court  clerks  or  judges  to  iiranedi- 
ately  award  possession  to  the  landlord  without  a  full 
hearing  on  the  merits  while  the  eviction  action  is 
still  pending. 

o    In  17  states,  the  landlord  may  go  straight  to  court 
without  providing  the  tenant  any  prior  notice  of 
alleged  nonpayment  or  other  breach  of  the  lease. 

o     In  10  states,  the  time  between  service  of  the  complaint 
and  the  trial  is  five  days  or  less,  making  preparation 
almost  impossible.   In  the  majority  of  the  states  the 
trials  are  held  within  15  days  of  service  of  the 
complaint. 

o    Given  the  short  time  periods  between  service  and  trial, 
it  is  the  rare  tenant  who  can  find  out,  through  discov- 
ery, the  alleged  facts  of  the  case  against  him  and  be 
prepared  at  trial  to  meet  them.   In  fact,  21  states 
severely  restrict  or  prohibit  discovery  in  eviction 
cases. 
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o    In  many  states  eviction  actions  are  tried  by  justices 
of  the  peace  or  magistrates  without  any  legal  training, 
much  less  an  understanding  of  the  federal  housing 
programs . 

o     In  large  urban  areas,  the  calendars  are  so  crowded  and 
evictions  handled  so  rapidly,  that  the  tenants  barely 
know  what  is  happening  and  the  judges  never  approach 
the  real  facts  and  the  relevant  legal  arguments  in 
individual  cases.   For  example,  a  1978  study  found  that 
in  Chicago  "the  average  amount  of  time  devoted  by  the 
judge  to  a  contested  eviction  is  approximately  two 
minutes. "   See  Judgment  Landlord;   A  Study  of  Eviction 
Court  in  Chicago,  pp.  9-10  (1978). 

The  details  of  our  survey  are  reported  in  our  Comments  to  HUD,  a 
copy  of  which  we  can  make  available  to  the  Committee. 

In  contrast  with  these  glaring  deficiencies  in  the  state 
court  eviction  proceedings,  the  grievance  procedures  have  great 
value  for  both  the  PHA  and  the  tenants  in  resolving  eviction 
issues  and  other  disputes.   They  save  costs,  especially  court 
costs.   They  provide  a  mechanism  for  correcting  tenant  behavioral 
problems.   They  create  a  "cooling  off"  period  which,  in  and  of 
itself,  resolves  many  problems.   They  enable  both  the  PHA  and  the 
tenant  to  discover  information  about  the  other's  case  so  that 
each  can  evaluate  his  or  her  position  realistically.   They  allow 
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quick  resolution  of  disputes  and  enable  PHAs  to  work  out  rent 
collection  agreements  short  of  expensive  litigation.   By  quickly 
resolving  questions,  they  avoid  unnecessary  hostilities  and 
enable  good  managers  to  become  aware  of  problems  and  solve  them 
before  they  get  out  of  hand. 

The  present  minimum  requirements  regarding  the  leases  should 
also  be  retained.   They  provide  for  the  public  housing  program 
what  is  required  by  statute  in  both  the  Section  8  and  FHA-subsi- 
dized  programs,  namely  that  tenants  should  not  be  evicted  without 
good  cause.   Compare  42  U.S.C.  §1437f  (d)  (1)  (B)  and  12  U.S.C. 
§1715z-lb.   They  prohibit  PHAs  from  using  unfair  clauses,  such  as 
clauses  waiving  the  tenants  rights  to  legal  notices  and  to  be 
heard  in  court.   They  implement  the  basic  principle  that  PHAs 
must  provide  housing  that  is  decent,  safe  and  sanitary,  an 
obligation  which  the  courts  have  found  is  unenforceable,  except 
by  an  action  to  enforce  the  lease.   See,  e.g. ,  Perry  v.  Housing 
Authority,  664  F.2d  1210  (4th  Cir.  1981).   HUD  should  not  be  free 
to  irresponsibly  discard  all  of  these  basic  requirements.   Thus, 
we  have  attached  to  this  statement  proposed  statutory  language 
and  legislative  history  to  preserve  the  public  housing  model 
lease  and  grievance  procedure  (Attachment  A) . 
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II.   PUBLIC  HOUSING  DEMOLITION  AND  DISPOSITION 

Public  housing  is  the  federal  housing  program  which  most 
often  serves  the  very  poorest  families  in  this  county.   The 
public  housing  stock  is  the  most  valuable  resource  for  these 
faJnilies.   Yet  thousands  of  public  housing  units  around  the 
country  are  being  lost,  many  because  of  deliberate  decisions  to 
close  them  down,  demolish  them  or  sell  them.   Last  year  in  its 
budget  HUD  comtemplated  the  closing  of  5,000  occupied  units  of 
public  housing  and  this  year  it  contemplates  the  same.   See  U.S. 
Department  of  HUD,  FY  1984  Budget,  Summary,  January  1983,  p.  H-2. 
We  are  aware,  from  calls  from  numerous  legal  services  attorneys 
and  other  sources,  of  numerous  instances  in  different  cities  in 
which  PHAs  have  proposed  to  sell  or  demolish  public  housing 
projects  or  have  actually  done  so.   On  a  policy  level,  there  have 
been  numerous  proposals  by  HUD  officials,  in  addition  to  the 
recommendations  of  the  President's  Commission  on  Housing  which 
reveal  plans  to  close  down  public  housing  projects,  because  they 
are  too  expensive  to  operate,  they  are  located  in  undesirable 
neighborhoods,  they  are  located  in  desirable  neighborhoods  or 
they  are  too  deteriorated. 

In  light  of  the  clear  threat  from  this  administration,  as 
well  as  some  local  governments,  there  is  a  need  for  strong 
legislation  to  prevent  the  demolition  or  other  disposition  of 
public  housing  units.   The  public  housing  statute  should  provide 
that  public  housing  units  may  not  be  demolished  or  disposed  of  if 
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there  is  a  need  for  low-income  units  in  the  community,  provided, 
however,  that  which  can  be  replaced  more  cheaply  by  new 
construction  than  rehabilitation  may  be  disposed  of  or  demolished 
if  they  are  in  fact  replaced.  Standards  should  be  provided  for 
approving  a  disposition  or  demolition  plan  once  it  is  determined 
that  the  costs  of  rehabilitation  are  excessive  despite  the  need 
for  low-income  housing  in  the  community. 

The  existing  statutory  provisions  are  not  explicit  enough. 
42  U.S.C.  §1437d(f).   To  rectify  that  problem,  the  public  housing 
statute  must  be  amended  to  provide  that  disposition  and  demoli- 
tion of  public  housing  units  shall  be  permitted  only  if: 

o    It  is  determined  that  the  units  are  in  excess  of  the 
local  need  for  low-income  housing;  or 

o    It  is  cheaper  to  replace  the  units  by  new  construction 
than  by  rehabilitation  and  the  units  are  in  fact 
replaced. 

In  the  event  that  there  is  a  need  for  low-income  housing  b'ut  the 
rehabilitation  costs  are  in  excess  of  new  construction  costs,  the 
statute  should  provide  that  disposition  or  demolition  may  occur 
only  if: 

o    HUD  approves; 
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o    Units  are  replaced  upon  a  one-for-one  basis  within  the 
community; 

o    Full  relocation  benefits,  including  the  right  to  move 
into  a  replacement  unit,  are  awarded  to  all  displacees; 
and 

o    Tenants  residing  in  the  units  and  local  tenant  councils 
have  been  given  a  12-month  notice  of  the  proposed 
action,  are  fully  involved  in  the  decision-making 
process,  and  concur  in  the  final  plan  for  disposition  . 
or  demolition. 

Finally,  the  Secretary  should  be  authorized  to  recapture  any 
contract  authority  that  may  be  made  available  as  a  result  of  the 
demolition  or  disposition  and  required  to  apply  such  recaptured 
authority  to  the  construction  or  acquisition  of  new  public 
housing  units. 

The  housing  legislation  reported  by  this  Committee  last  year 
(S.  2607)  contained  a  provision  directed  at  this  problem.   See 
§205,  p.  51.   However,  it  needs  to  be  improved  for  a  number  of 
reasons.   First  it  is  phrased  as  an  authorization  to  HUD  to 
provide  PHAs  financial  assistance  for  the  demolition  or  sale  of 
projects,  instead  of  being  a  prohibition  or  restraint  on  such 
activities.   Thus,  it  would  appear  to  be  an  invitation  to  further 
demolition  and  sales,  instead  of  a  deterrent.   In  addition,  those 
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restraints  which  do  arise  out  of  the  conditions  the  section 
places  upon  the  availability  of  financial  assistance  would  not 
apply  if  the  PHA  decided  to  demolish  or  sell  a  project  without 
HUD  assistance,  which  is  possible,  especially  with  projects  in 
desirable  locations. 

Second,  the  section  would  allow  sale  of  a  project  if  there 
are  other  properties  which  are  more  efficient  or  effective  to 
operate  as  a  lower-income  housing  project.   §17  (b)  (1).   That 
standard  opens  the  door  to  abuse  without  adequate  safeguards  to 
ensure  that  each  unit  sold  is  replaced  on  a  one-for-one  basis  and 
that  the  money  for  the  replacement  is  committed  at  the  time  of 
sale  and  is  not  money  that  would  have  been  available  even  in  the 
absence  of  the  sale.   The  further  standard  which  allows  a  sale 
when  the  Secretary  determines  it  would  be  in  the  best  interest  of 
the  tenants  and  the  PHA  (§17  (b)(1)),  again  would  invite  this 
Administration  to  convert  public  housing  families  to  the  voucher 
program  and  then  sell  their  units. 

Third,  the  section  only  requires  the  PHAs  to  "consult" 
families  to  be  displaced  by  the  demolition  when  it  formulates  its 
plans.   The  section  should  also  require  participation  of  other 
tenants  in  the  PHAs  projects,  because  they  will  be  affected  by 
the  closing  of  a  project,  in  terms  of  their  transfer  rights,  if 
nothing  else.   More  importantly,  the  views  of  applicants  and 
potential  applications  must  be  heard,  because  they  are  strongly 
affected  when  the  limited  supply  of  public  housing  is  made  even 
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more  limited  by  the  closing  of  a  project.   In  addition,  with 
regard  to  all  these  individuals,  the  PHA  should  not  only  consult 
them;  it  should  be  required  to  obtain  their  agreement  or  at  least 
to  give  their  views  serious  consideration.   Compare  12  U.S.C. 
§1715z-lb(b) (1) . 

Fourth,  the  protections  for  displaced  families  established 
by  the  section  are  insufficient.   See  §17  (c)(3).   They  provide 
only  assistance  under  Section  8  or  replacement  housing  in  a 
low-income  housing  project,  including  assistance  in  locating  a 
unit.   Any  one  being  displaced  should  have  a  right  of  first 
refusal  in  any  replacement  housing  units.   Tenants  who  are  most 
adversely  affected  by  the  closing  should  not  be  denied  the 
benefits  of  the  closing  as  well.   If  either  §8  or  public  housing 
are  used  to  rehouse  the  displaced  families,  they  must  be  assured 
that  their  new  homes  will  be  decent,  safe  and  sanitary  and 
located  in  neighborhoods  which  are  not  less  desirable  with 
respect  to  their  job  locations,  their  social  services  needs  and 
living  conditions  generally.   And,  finally,  when  Section  8  is 
used,  there  must  not  be  merely  assistance  in  locating  a  unit. 
There  must  be  a  guarantee  of  an  actual  unit  under  the  program. 
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III.   HUD'S  POLICIES  CONCERNING  TROUBLED  SUBSIDIZED 
PROJECTS  FORECLOSURE  AND  PROPERTY  DISPOSITION 

Since  new  low-income  housing  production  is  virtually  at  a 
standstill,  the  existing  stock  of  HUD  subsidized  privately  owned 
housing  is  becoming  an  increasingly  important  national  resource. 
HUD  has  taken  several  actions,  and  proposes  to  take  several  more, 
that  would  deplete  the  existing  supply  of  subsidized  units, 
rather  than  enhance  the  prospects  of  continued  use  for  low-income 
people.   These  actions  have  occurred  at  many  points  along  the 
life  of  any  particular  project,  but  the  following  will  focus  on 
HUD's  lack  of  a  clear  policy  on  Section  202  prepayments,  HUD's 
policy  of  moving  faster  on  defaults  on  HUD-held  mortgages,  HUD's 
policy  concerning  sales  of  troubled  projects  to  new  owners,  HUD's 
policy  concerning  continued  use  restrictions  for  projects  pur- 
chased by  other  bidders  at  foreclosure  sale,  problems  arising 
during  the  period  of  HUD  ownership  and  management  after  foreclo- 
sure, and  HUD's  property  disposition  policies.   We  will  briefly 
examine  each  of  these  in  turn. 


Section  202  Prepayments 

HUD  still  has  no  clear  policy  on  when  it  will  allow  non- 
profit owners  to  prepay  the  loans  that  HUD  holds  on  Section  202 
projects.   In  March  of  1982,  in  an  unprecedented  move,  HUD 
allowed  one  nonprofit  owner  in  Pasadena,  California,  to  prepay 
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the  loan  on  a  150-unit  elderly  housing  project  34  years  prior  to 
its  50-year  maturity  date.   HUD  thought  that  extracting  a  promise 
from  the  owner  to  provide  life  tenancies  to  existing  residents 
was  an  adequate  protection  for  the  interests  of  the  federal 
government.   Were  it  not  for  a  lawsuit  brought  by  the  tenants, 
Gordon  v.  Pierce,  No.  82-4362-RMT  (Mcx)  (CD.  Cal.,  filed  Aug. 
25,  1982) ,  these  150  units  providing  high-quality  housing  for 
elderly  citizens  would  have  been  lost  to  needy  persons  in  the 
future.   HUD  still  has  no  coherent  policy  on  when  and  under  what 
conditions  the  agency  will  accept  prepayment  requests.   HUD's 
Assistant  Secretary  Phillip  Abrams,  who  approved  the  prepayment 
of  the  Pasadena  project,  stated  in  1982,  in  testimony  before  the 
Senate  Housing  and  Urban  Affairs  Subcommittee,  that  HUD  will 
evaluate  prepayment  requests  on  a  "case-by-case  basis,"  consider- 
ing such  factors  as  the  interests  of  the  tenants,  the  interests 
of  the  government  (presumably,  only  its  financial  interest, 
without  regard  to  its  congressionally  established  duties) ,  the 
term  of  the  mortgage,  and  so  forth. 

Jeopardized  by  HUD's  ad  hoc  approach  is  a  total  stock  of 
approximately  170,000  units  of  Section  202  housing  nationwide, 
representing  total  federal  loan  commitments  in  excess  of  $3 
billion.   Since  that  money  was  loaned  for  a  definite  purpose  — 
to  finance  low-cost  rental  housing  for  elderly  and  handicapped 
families  —  and  the  program  has  proven  to  be  effective  in  effi- 
ciently accomplishing  that  purpose,  we  believe  that  prepayments 
are  contrary  to  the  intent  of  Congress  in  establishing  the 
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program.   These  affordable  units  must  be  preserved  for  their 
intended  use  wherever  possible. 

HUD-held  Mortgage  Delinquencies 

In  June  of  1982,  HUD  adopted  a  new  policy,  "cracking  down" 
on  mortgage  delinquencies  of  assigned  projects.   In  this  policy, 
HUD  stated  that  all  delinquent  loans  must  be  under  an  approved 
plan  to  bring  them  current  (almost  always  within  24  months)  by 
September  30,  1982,  or  foreclosure  would  be  commenced.   Projects 
with  large  delinquencies  therefore  face  almost  certain  sale  or 
foreclosure,  even  if  the  delinquency  is  an  old  one  and  the 
project  has  made  progress  toward  reducing  its  size  in  recent 
years.   The  net  result  of  this  policy  is  that  many  projects  will 
be  taken  out  of  the  nonprofit  and  cooperative  sector  and  trans- 
ferred to  private  ownership,  which  in  some  cases  offers  less 
assurance  that  the  project  will  be  maintained  on  a  long-term 
basis  for  low-income  use.   In  addition,  the  forced  sale  of  a 
cooperative  project  to  a  private  owner  often  brings  increased 
upward  pressure  on  rent  levels,  resulting  in  higher  subsidy  costs 
for  the  federal  government  and  displacement  of  those  tenants  who 
do  not  receive  Section  8  rental  assistance. 

Not  only  are  many  nonprofits  and  cooperatives  being  forced 
to  sell  their  projects,  but  also  HUD  provides  little  in  the  way 
of  technical  assistance  to  assure  that  the  purchasing  entity  does 
not  take  undue  advantage  of  its  superior  bargaining  position  and 
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pay  less  for  the  project  than  its  true  value  or  invest  less  in 
the  project  than  the  project's  needs  would  dictate.   The  1981  tax 
act  substantially  increased  the  tax-shelter  value  of  subsidized 
properties,  and  we  have  seen  some  incredible  attempts  by  private 
investors  to  purchase  projects  for  a  fraction  of  their  real 
worth.   HUD's  pressure  on  nonprofits  and  co-ops  to  sell  their 
properties  only  increases  these  problems. 

Foreclosure  and  Continued  Use  Restrictions 

The  Housing  and  Community  Development  Amendments  of  1981 
(Pub.  L.  97-35,  §367  (b))  established  a  congressional  policy 
favoring  continued  use  of  low-income  housing  as  low-income 
housing  following  the  foreclosure  sale  in  those  instances  where 
HUD  was  not  the  high  bidder  at  the  sale.   See  also  Joint  Explana- 
tory Statement  of  the  Committee  on  Conference,  accompanying  H.R. 
Rep.  No.  208,  at  715  (1981).   HUD  has  proposed  regulations  that 
fail  to  effectively  implement  the  congressional  intent  concerning 
continued  low-income  use.   See  47  Fed.  Reg.  51,406  (Nov.  15, 
1982).   The  regulations  simply  parrot  the  statutory  language. 

The  statute  requires  the  Secretary  to  impose  continued  use 
restrictions  on  projects  that  are  more  than  half  occupied  at  the 
time  of  sale.   The  statute  gives  the  Secretary  discretion  to 
impose  use  restrictions  upon  the  foreclosure  purchaser  in  any 
situation  where  less  than  a  majority  of  the  units  are  occupied. 
HUD  has  done  nothing  to  explicitly  state  the  type  of  use  restric- 
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tion  that  it  will  impose  or  the  conditions  under  which  it  will 
impose  restrictions  for  those  projects  subject  to  its  discretion. 
If  the  Secretary  does  not  allocate  Section  8  subsidies  tied  to 
these  units,  but  simply  provides,  for  example.  Section  8 
certificates  to  the  tenants,  the  units  will  eventually  be  lost  to 
low-income  use.   We  have  heard  that  HUD  is  considering  using  only 
certificates  for  these  projects.   In  view  of  the  critical  short- 
age of  affordable  low-income  housing  units  and  the  cutbacks  in 
the  federal  production  programs,  such  a  decision  would  be  incon- 
sistent with  national  needs  and  the  congressionally  established 
housing  goals.   See,  e.g. ,  42  U.S.C.  §§1441,  1441a;  12  U.S.C. 
§1701t. 

While  HUD  is  cracking  down  on  delinquent  mortgagors,  it  is 
also  taking  steps  to  ensure  that  fewer  of  these  projects  come 
into  HUD  ownership  by  reducing  the  price  that  HUD  bids  at  the 
foreclosure  sale.   While  formerly  the  agency  bid  90  percent  of 
the  outstanding  balance  of  the  mortgage,  HUD  is  now  discounting 
its  bid  by  its  estimated  holding  costs.   HUD  will  therefore  be 
outbid  at  the  foreclosure  sale  with  increasing  frequency,  making 
the  problems  mentioned  above  concerning  use  restrictions  even 
more  critical.   Moreover,  units  that  are  in  the  best  projects  and 
best  neighborhoods  —  those  that  would  have  the  best  chance  of 
providing  decent  and  affordable  housing  for  low-income  tenants  — 
will  likely  be  the  most  attractive  for  private  investors.   HUD's 
policies  will  therefore  have  the  effect  of  eventually  siphoning 
away  the  best  projects  from  the  low-income  stock.   While  such  a 
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result  might  make  HUD's  balance  sheets  meet  with  the  approval  of 
the  Office  of  Management  and  Budget,  it  hardly  squares  with 
congressional  intent  and  HUD's  duties  under  the  federal  housing 
legislation. 

HUD  Ownership  and  Management  and  Property  Disposition 

Once  a  project  comes  into  HUD  ownership  through  foreclosure. 
Congress  has  established  statutory  policies  which  again  favor 
retaining  the  projects  for  lower  income  housing.   The  Housing  and 
Community  Development  Amendments  of  1978  require  HUD  to  manage 
and  sell  HUD-owned  formerly  subsidized  multifamily  projects  in 
the  manner  that  balances  financial  and  social  goals.   12  U.S.C.A. 
§1701z-ll  (West  Supp.  1981) .   HUD  has  adopted  regulations  imple- 
menting the  statute  which  for  the  most  part  adequately  carry  out 
the  congressional  directive.   In  several  notable  instances, 
however,  HUD's  actions  and  policies  are  inconsistent  with  con- 
gressional intent  and  jeopardize  the  continued  availability  of 
units  for  low-income  use. 

First,  HUD  has  adopted  a  policy  to  sell  projects  with  the 
requirement  that  the  purchaser  perform  any  necessary  repairs.   As 
many  of  these  HUD-owned  projects  are  in  poor  physical  condition 
and  remain  in  the  HUD  inventory  for  some  time,  the  requirement 
that  all  but  emergency  repairs  be  deferred  until  the  sale  of  the 
project  often  results  in  significant  unnecessary  deterioration. 
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Second,  and  often  as  a  consequence  of  the  lack  of  good 
management  and  adequate  repairs,  and  sometimes  deliberately, 
units  are  not  rented  and  remain  vacant,  with  resulting  vandalism 
and  boarding  up.   As  a  result,  units  are  lost  not  only  from 
present  low-income  use,  but  possibly  forever.   In  some  cases,  for 
example,  with  the  Stone  Key  II  project  in  Indianapolis,  vacancies 
increased  significantly  during  the  period  of  HUD  ownership. 

Third,  in  some  cases  HUD  has  violated  the  requirements  of 
its  own  regulations  concerning  subsidies  to  be  provided  with 
projects  upon  sale  to  continue  their  availability  to  low-income 
people.   This  has  occurred  in  a  number  of  cases,  including 
Cincinnati  (several  projects),  San  Antonio  (Richard  Allen  Villa), 
and  Indianapolis  (Stone  Key  II).   In  another  case.  King's  Manor 
in  Pasadena,  HUD  has  allowed  more  than  100  units  of  a  400-unit 
formerly  subsidized  project  to  be  converted  to  condominiums  as 
part  of  the  sale  transaction.   In  Chicago,  HUD  sold  a  formerly 
unsubsidized  project  without  a  proper  determination  of  the  need 
for  subsidies.   In  most  of  these  cases,  tenants  and  potential 
residents  of  the  projects  have  been  forced  to  seek  judicial 
remedies  to  ensure  HUD  compliance  with  its  own  rules  and  congres- 
sional policies. 

Fourth,  HUD  is  proposing  to  sell  many  of  the  projects  in  its 
inventory  on  a  "bulk  sale"  basis  in  an  effort  to  maximize  its 
financial  return.   While  such  a  program  is  not  always  inappropri- 
ate, it  obviously  operates  to  effectively  prevent  any  nonprofit 
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or  cooperative  groups  from  competing  in  the  bidding  process  and 
in  some  cases  jeopardizes  the  long-term  availability  of  the  units 
for  low-income  use.   The  increased  tax-shelter  value  of  these 
properties  resulting  from  the  1981  Tax  Act  also  works  to  increase 
prices  artificially  for  the  better  projects,  making  it  difficult 
for  nonprofits  to  compete. 

IV.   SECTION  8  FAIR  MARKET  RENTS 

In  the  Section  8  Existing  housing  program,  Congress  has 
permitted  HUD  to  establish  the  fair  market  rent  (FMR)  levels  that 
set  the  upper  limit  on  the  contract  rent  that  an  owner  can 
receive  for  a  unit  as  a  result  of  tenant  and  HUD  (via  the  PHA) 
payments.   Until  now,  HUD  has  used  the  median  rent  (50th  percen- 
tile) for  standard  quality  units  rented  by  recent  movers  in  the 
market  area  by  unit  size.   HUD  has  recently  proposed  to  change 
the  methodology  for  calculating  the  FMRs,  the  ostensible  objec- 
tive being  to  reduce  the  FMRs  and  thereby  reduce  program  costs. 
47  Fed.  Reg.  55,764  (Dec.  13,  1982).   HUD's  proposal  would  use 
the  40th  percentile  of  all  standard  quality  units  in  the  area 
(not  just  those  rented  by  recent  movers)  to  establish  the  FMR  for 
any  given  area.   FMRs  would  drop  by  an  average  of  about  15 
percent  under  HUD's  proposal,  even  after  considering  the  fact 
that  FMRs  have  not  been  adjusted  since  March  18,  1981  (46  Fed. 
Reg.  17,367). 
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HUD  has  received  hundreds  of  negative  comments  on  its 
proposal  from  PHAs  and  tenants.   These  comments  document  that 
fact  that  even  fewer  units  will  be  available  to  Section  8  ten- 
ants, resulting  in  many  unused  certificates  and  much  wasted 
effort.   Moreover,  the  statutory  objectives  of  the  program,  such 
as  decent  housing  and  tenant  mobility,  will  be  drastically 
undercut  as  tenants  are  forced  to  rent  substandard  units  in 
concentrated  areas  in  order  to  receive  the  benefits  of  any 
subsidy.   For  example,  in  Santa  Cruz  County,  California,  out  of 
1,200  rental  units  surveyed,  the  PHA  found  that  only  40  units 
were  eligible  for  Section  8  lease  approval  under  the  present 
FMRs.   Under  HUD's  proposal,  only  four  units  (or  0.33  percent) 
would  be  available  to  tenants.   See  comments  of  Santa  Cruz  County 
Housing  Authority  submitted  to  HUD,  Docket  No.  R-82-1029. 
Similar  results,  practically  destroying  the  program,  will  occur 
in  many  of  the  nation's  high-cost  housing  markets  that  have  few 
decent,  safe  and  sanitary,  affordable  units. 

The  bill  reported  by  this  Committee  last  year  contained  a 
provision  directed  toward  this  problem,  but  it  is  not  adequate. 
See  S.  2607,  §202  (c) .   It  merely  required,  for  the  modified 
Section  8  program,  that  the  formula  for  setting  the  payment 
standard  be  established  in  a  regulation  and  that  it  exclude 
substandard  units.   HUD's  current  proposal  to  set  the  FMRs  at  the 
40th  percentile  of  all  existing,  standard  units  would  meet  those 
requirements.   Yet  it  is  that  HUD  proposal  which  in  causing  the 
problem,  as  the  comments  submitted  to  HUD  demonstrate.   Thus,  the 
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statute  must  contain  a  provision  requiring  HUD  to  retain  the 
existing  methodology  (median  rent  paid  by  recent  movers)  to 
calculate  FMRs. 


V.   TENANTS'  RENTS  SHOULD  BE  MAINTAINED 
AT  25  PERCENT  OF  ADJUSTED  INCOME. 

Since  1965,  Congress  has  determined  that  low-income  families 
should  pay  no  more  than  25  percent  of  their  income  for  rent. 
(See  12  U.S.C.  §1701s  Rent  Supplement  Program).   Until  the 
passage  of  the  Omnibus  Budget  Reconciliation  Act  of  1981,  Con- 
gress had  consistently  applied  this  principle  to  all  low-income 
housing  programs.   See  42  U.S.C.  §1437a  (Public  Housing);  42 
U.S.C.  §1437f  (Section  8);  12  U.S.C.  §1715z-l  (f )  (2)  (Section  236 
RAP) .   The  most  recent  Annual  Housing  Survey  (1979)  shows  that 
the  median  percentage  of  income  spent  on  rent  by  renters  of  all 
incomes  has  just  increased  to  26  percent.   The  percentage  of 
income  spent  on  housing  dramatically  declines  as  income  increases. 
The  median  rent  for  a  family  in  the  $20, 000-$25, 000  income  range 
is  16  percent  of  income.   Thus,  the  richer  you  are  the  smaller 
the  bite  for  housing.   Low-income  families  who  typically  expend 
all  monthly  income  on  basic  necessities  of  food,  shelter,  cloth- 
ing and  medical  expenses  should  not  be  forced  to  choose  one 
necessity  over  another  or  to  pay  a  greater  percentage  of  income 
for  rent  than  the  average  American. 
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Congress  should  adhere  to  the  principle  that  low-income 
tenants'  rents  should  not  exceed  25  percent  of  income,  and  should 
reinstate  this  rent-income  ratio.   This  Committee's  bill  should 
include  a  provision  doing  so.   In  fact,  the  bill  should  go 
further  to  set  the  rent-to-income  ratio  even  lower  for  families 
with  the  lowest  incomes,  because  they  need  more  than  the  remain- 
ing 75  percent  of  their  incomes  to  cover  basic  necessities  after 
the  rent  has  been  paid. 


VI.   TREATMENT  OF  FOOD  STAMP  BENEFITS  AS  INCOME 

The  Administration  indicates  that  it  will  again  try  to 
convince  Congress  to  require  that  food  stamps  be  treated  as 
income  when  rents  under  the  housing  programs  are  calculated. 
Food  stamp  benefits  are  designed  to  supplement  minimal  welfare 
grants,  unemployment  compensation,  and  inadequate  earned  incomes 
to  ensure  adequate  nutrition.   To  turn  around  and  take  that 
supplementary  assistance  away  from  tenants  participating  in  the 
housing  programs  is  inconsistent  with  the  premise  and  the  pur- 
poses of  both  the  housing  and  the  food  stamp  programs.   The  full 
Congress  recognized  that  last  year  when  it  rejected  the  Adminis- 
tration's proposal  when  reauthorizing  the  food  stamp  program. 
This  Committee  should  include  in  its  bill  a  provision  amending 
the  housing  legislation  to  prohibit  the  treatment  of  food  stamps 
as  income  under  any  federal  housing  programs.   Attached  to  this 
statement  is  proposed  statutory  language  that  would  do  so. 


689 


VII,   TREATING  HOUSING  SUBSIDIES  AS  INCOME 

In  1981,  Congress  adopted  legislation  that  authorizes  state 
welfare  departments  to  treat  federal  housing  subsidies  as  income 
under  the  AFDC  program.   42  U.S.C.  §602  (a)  (7)  (C)  .   Various 
welfare  departments  are  beginning  to  take  advantage  of  that 
provision.   Treating  housing  subsidies  as  income  for  AFDC  pur- 
poses will  have  disastrous  consequences  for  both  the  tenants  and 
the  landlords,  including  PHAs,  operating  under  the  housing 
programs.   When  the  housing  subsidies  are  treated  as  income,  the 
shelter  portions  of  the  AFDC  grants  will  be  reduced,  dollar  for 
dollar,  by  an  amount  equal  to  the  subsidy.   In  many  situations 
the  tenants  will  not  have  enough  money  after  the  changes  to  pay 
even  their  share  of  the  rent.   That  will  cause  excessive  rent 
collection  problems  for  the  landlords  and  in  some  situations  will 
threaten  the  financial  stability  of  the  projects.   The  reduction 
in  the  tenants'  welfare  grants  will  also  increase  the  housing 
subsidy.   Thus,  part*  of  the  savings  in  the  welfare  program  will 
merely  increase  the  federal  expenditures  under  the  housing 
programs . 

A  housing  subsidy  does  not  create  a  financial  windfall  that 
should  be  taken  away  from  the  family  through  the  welfare  program. 


*If  the  rent-to-ratio  income  ratio  under  the  housing  program 
is  30  percent,  30  percent  of  the  AFDC  savings  will  be  borne  by 
the  housing  subsidy  and  70  percent  by  the  tenants. 
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The  very  purpose  of  the  housing  subsidy  is  and  always  has  been  to 
provide  decent  housing  which  the  family  could  not  rent  in  the 
absence  of  the  subsidy.   That  "value"  should  not  be  taken  from 
the  family.   The  subsidy  also  reduces  housing  cost  to  affordable 
levels,  but  that  does  not  duplicate  the  welfare  grant.   The 
premise  of  the  welfare  programs  is  to  provide  at  most  the  bare 
minimum  income  needed  for  survival  and,  in  many  cases,  only  a 
ratably  reduced  portion  of  the  bare  minimum.   Housing  subsidy 
programs  are  designed  to  provide  a  supplement  to  such  bare 
minimum  income,  in  order  to  make  available  to  poor  people  the 
decent  housing  which  will  increase  their  opportunities  and  their 
children's  opportunities  for  decent  lives. 

Every  time  this  Committee  has  faced  this  question  in  the 
past,  it  has  consistently  said  that  housing  subsidies  should  not 
be  treated  as  income  for  other  welfare  programs.   Last  year,  this 
Committee  included  in  its  housing  bill  a  provision  repealing  the 
portion  of  the  1981  Reconciliation  Act  that  caused  this  problem. 
See  S.  2607,  §211.   Except  for  the  ill-considered  Omnibus  Budget 
Reconciliation  Act  of  1981,  the  full  Congress  has  always  agreed 
with  this  Committee's  position.   That  is  true  with  housing 
subsidies  and  the  food  stamp  program  (7  U.S.C.  §2014  (d)  (1) ) ; 
housing  subsidies  and.  the  SSI  program  (Pub.  L,  No.  94-375,  §2  (h) , 
90  Stat.  1068,  noted  at  42  U.S.C. A.  §1382);  Farmers  Home  Adminis- 
tration subsidies  and  all  welfare  programs  (42  U.S.C.  §1490a(a)  (1)  (3)) 
and  the  Uniform  Relocation  Act  replacement  housing  payments  and 
all  welfare  programs.   42  U.S.C.  §1436.   The  legislative  history 
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of  each  of  these  provisions  reflects  the  congressional  judgment 
that  it  is  unwise,  unfair  and  counter-  productive  to  treat 
housing  subsidies  as  income  for  welfare.   The  Congress  must 
adhere  to  this  judgment  and  adopt  a  provision  preventing  the 
treatment  of  housing  subsidies  as  income.   We  have  attached  to 
this  statement  suggested  language  for  such  a  provision  (Attach- 
ment B)  . 

VIII.   CAPPING  RENT  INCREASES  WHEN  RENT  SUPPLEMENT 
TENANTS  ARE  CONVERTED  TO  SECTION  8 

In  what  may  be  an  administrative  oversight,  HUD  has  neglected 
to  state  clearly  that  the  statutory  10-percent  cap  on  rent 
increases  for  existing  tenants  (imposed  by  Pub.  L.  97-35,  §322 (i)) 
applies  to  tenants  whose  income  is  recertified  as  a  result  of  the 
1981  Amendments  and/or  who  are  involuntarily  converted  from  one 
program  to  another.   The  need  for  the  cap  is  especially  acute  for 
elderly  tenants  receiving  Rent  Supplement  benefits  or  who  are 
converted  from  Rent  Supplement  to  Section  8  because  formerly 
there  was  no  income  recertif ication  requirement  for  elderly  Rent 
Supplement  tenants.   As  a  result  of  the  lack  of  any  HUD  policy, 
some  of  these  elderly  tenants  are  facing  extraordinary  rent 
increases  of  50  to  100  percent  and  more. 

We  think  that  existing  legislation  should  be  adequate  to 
take  care  of  this  critical  problem.   The  1981  Amendments  (§322  (i) ) 
state  that  "the  Secretary  shall  provide  that  the  amount  of  rent 
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paid  by  any  family  shall  not  increase,  as  a  result  of  the  amend- 
ments made  by  this  section  ...  by  more  than  10  per  centum 
during  any  12-month  period  unless  the  increase  above  such  10  per 
centum  is  attributed  solely  to  increases  in  income  which  are  not 
caused  by  such  amendments  .  .  ."  (emphasis  added).   Because  the 
recertification  of  elderly  Rent  Supplement  tenants  is  in  fact  an 
"amendment  made  by  this  section,"  i.e.  ,  §322  (see  §322  (g)  (3) 
which  imposes  the  annual  recertification  requirement  for  Rent 
Supplement  tenants) ,  HUD  should  therefore  implement  the  clear 
statutory  mandate  and  impose  the  10-percent  cap  on  rent  increases 
for  these  tenants  (whether  or  not  they  remain  on  the  Rent  Supple- 
ment program  or  are  converted  to  Section  8).   HUD's  proposed  rule 
(proposed  24  C.F.R.  §813. 105  (c)  (1) ,  47  Fed.  Reg.  57,963  (Dec.  29, 
1982)),  however,  fails  to  do  so  and,  if  unchanged,  will  result  in 
tremendous  hardship  for  these  tenants.   Clarifying  legislation 
may  therefore  be  necessary  if  HUD  refuses  to  act. 

We  have  attached  to  this  statement  a  proposal  prepared  by 
Mr.  Steve  Frederickson  of  Evergreen  Legal  Services  in  Seattle, 
Washington,  that  would  resolve  this  problem  and  which  we  fully 
support.   (Attachment  C) 


IX.   PUBLIC  HOUSING  NEW  PRODUCTION 

Through  the  years,  the  public  housing  program  has  been 
the  one  viable  program  that  provides  decent,  safe  and  sanitary 
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housing  to  low-income  families  at  the  least  cost  to  the  federal 
government.    The  fact  that  the  public  housing  program  is  a 
comparatively  cheap  program  has  been  recognized  repeatedly.   Last 
year  the  President's  Commission  on  Housing  even  noted  that  the 
median  cost  for  public  housing  units,  including  operating  subsi- 
dies and  subsidies  for  debt  service  and  modernization,  is  much 
lower  than  the  subsidy  projected  for  its  voucher  payment  program. 
The  costs  are  much  lower  because  the  debt  service  on  older 
projects  is  fixed  and,  over  time,  pales  in  comparison  to  the  debt 
service  paid  for  housing  on  the  private  market,  even  for  existing 
housing.   See  also  U.S.  General  Accounting  Office,  Section  236 
Rental  Housing  —  An  Evaluation  with  Lessons  for  the  Future 
(January  10,  1978). 

Although  the  general  public  believes  that  public  housing 
projects  are  highrise,  run-down,  mismanaged,  and  crime  ridden,  in 
fact  most  public  housing  is  low-rise,  decently  maintained,  well 
managed,  financially  solvent,  and  most  importantly,  appreciated 
by  the  tenants.   HUD,  Office  of  Policy  Development  and  Research, 
Residents'  Satisfaction  in  HUD-Assisted  Housing,  3-1,  3-5  (March 
1979) .   The  waiting  lists  for  public  housing  are  staggering  and 
greatly  underestimate  the  need.   In  the  private  market,  families 
with  children,  minorities  and  single-parent  households,  even  with 
HUD  assistance,  face  great  difficulty  finding  housing.   Even  in 
the  Section  8  New  Construction  program,  nonwhites  are  substan- 
tially under-represented.   See  Vernarelli,   Integration  and 
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Section  8  New  Construction,  HUD,  Division  of  Housing  Assistance 
Research  (April  1981) . 

Thus,  it  is  clear  that  a  new  construction  public  housing 
program  is  needed  if  low-income  families,  especially  minorities, 
families  with  children,  and  nonelderly  adults  are  to  be  ade- 
quately housed.   Congress  should  authorize  at  least  35,000  new 
units  of  public  housing.   This  number  of  units,  although  rela- 
tively modest  in  comparison  with  prior  years,  is  consistent  with 
the  starts  and  completions  currently  being  experienced. 

.  X.   SECTION  8  EXISTING  AND  VOUCHERS 

The  Section  8  Existing  housing  program  is  a  viable  housing 
program  in  certain  housing  markets,  where  the  vacancy  rate  is 
higher,  for  tenants  needing  units  with  fewer  bedrooms,  for  the 
elderly,  and  for  nonminority  families.  Because  the  Section  8 
Existing  housing  programs  meet  a  real  need  in  certain  housing 
markets  and  among  specific  classes  of  low-income  families,  we 
support  an  authorization  of  100,000  additional  units  of  Section  8 
Existing  housing. 

The  Administration  is  reviving  its  voucher  proposal  as  a 
replacement  for  the  Section  8  Existing  housing  program,  under  a 
new  name,  the  Housing  Payment  Certificate  (HPC)  program.   See  HUD 
Budget  for  FY  '84,  p.  H2-H3.   It  is  apparent  that  the  program 
would  still  vary  to  the  detriment  of  low-income  tenants  from  the 
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Section  8  Existing  housing  program  in  three  major  ways.   First, 
the  tenant's  subsidy  would  be  for  a  fixed  amount  representing  the 
difference  between  30  percent  of  tenant  income  and  a  payment 
standard  determined  by  HUD.   A  tenant  would  be  required  to  pay 
more  than  30  percent  of  income  if  he  or  she  could  not  find  a  unit 
renting  at  the  payment  standard.   In  its  budget  documents  HUD  has 
revealed  that  $64.2  million  of  1983  budget  authority  would 
produce  only  34,190  units  of  Section  8  Existing  housing,  even  if 
reserved  for  only  five  years,  while  it  would  produce  67,146  units 
under  its  HPC  program.   HUD  1984  Budget,  p.  H-5.   Clearly,  a 
50-percent  reduction  occurs  only  because  HUD's  subsidy  per  unit 
will  be  much  less  under  the  HPC  program.   And  it  will  be  less 
because  the  tenants  will  pay  the  excess  rents  over  the  payment 
standard. 

Second,  the  contracts  with  the  PHAs  would  be  fixed  for  five 
years.  There  would  be  no  adjustments  from  HUD  to  pay  increasing 
rents,  utilities,  etc.  HUD  is  no  longer  contemplating  the 
tenants  would  automatically  have  to  pay  annual  increases  out  of 
their  own  pockets.  However,  through  attrition  and  delayed 
reallocation  upon  turnover,  fewer  tenants  will  be  served  and  the 
"savings"  spread  to  the  remaining  tenants  to  cover  increases  in 
rent.  At  the  end  of  the  five  years,  the  programs  may  be  allowed 
to  die  completely. 

Third,  the  HPC  program  will  be  worth  less  to  any  particular 
participant  because  the  payment  standards  will  be  set  well  below 
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the  real  market.   Our  experience  with  the  Section  8  Existing  fair 
market  rents  shows  that  they  are  already  too  low  and  make  it  very 
difficult  and  often  impossible  for  people  to  find  housing, 
especially  minorities,  single-parent  households  and  large  fami- 
lies.  By  proposing  to  subsidize  twice  as  many  families  under  its 
HPC  program,  it  is  clear  that  HUD  will  be  setting  the  payment 
standards  at  half  the  Section  8  FMRs.   Families  may  be  able  to 
find  housing  under  the  program,  but  they  will  have  to  pay  exor- 
bitant shares  of  their  incomes  for  it. 


XI.   PUBLIC  HOUSING  OPERATING  SUBSIDIES 

In  order  to  preserve  the  valuable  stock  of  public  housing 
units,  operating  subsidies  for  public  housing  must  be  adequate  to 
ensure  proper  maintenance  and  repair.   Inadequate  operating 
subsidies  are  nothing  more  than  a  slow  death  for  public  housing. 
The  lack  of  adequate  funds  over  a  period  of  time  produces  the 
"troubled  projects"  that,  in  turn,  create  substantial  additional 
financial  burdens  on  the  federal  and  local  governments.   Tenants 
suffer  because  units  are  boarded  up  and  unavailable,  crime 
increases,  the  condition  of  the  premises  deteriorates  rapidly, 
and  morale  and  pride  in  one's  living  environment  disappear. 

While  we  recognize  that  there  are  some  deficiencies  in  the 
performance  funding  system,  HUD's  current  proposal  to  abandon 
that  system  and  substitute  one  under  which  public  housing 
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subsidies  would  be  based  upon  private  market  rents,  and  ridicu- 
lously low  ones  at  that,  is  indefensible.  Congress  must  direct 
HUD  to  continue  with  the  performance  funding  system,  with 
modifications  within  its  basic  framework,  as  needed.  Under  that 
system,  there  is  a  need,  we  understand,  for  about  $1.6  billion  of 
operating  subsidies  in  fiscal  year  1984,  That  amount  should  be 
authorized  by  the  Committee. 

XII.   PUBLIC  HOUSING  MODERNIZATION 

The  need  for  public  housing  modernization  is  so  apparent 
that  even  this  Administration  has  requested  an  allocation  of  $70 
million  of  contract  authority  (and  $1.4  billion  of  budget  author- 
ity) for  FY  '83,  as  part  of  its  proposed  operating  subsidy 
system.   As  we  noted  above,  we  object  to  the  proposed  change  in 
the  operating  subsidy  system.   We  also  think  that  the  moderniza- 
tion program  should  be  kept  in  place  and  funded  at  least  at  the 
level  proposed  by  HUD.   Given  the  state  of  many  projects,  the 
need  for  funds  is  greater.   If  the  PHAs  are  able  to  absorb  the 
funds.  Congress  should  be  prepared  to  authorize  more  moderniza- 
tion funds  than  HUD  has  proposed. 


XIII.   TROUBLED  PROJECTS  (FLEXIBLE  SUBSIDY) 

The  flexible  subsidy  program  for  projects  subsidized  by  the 
Federal  Housing  Administration  (FHA) ,  like  the  modernization 
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program  for  public  housing,  is  an  invaluable  tool  for  providing 
assistance  to  restore  and  maintain  the  low-income  character  of 
assisted  projects  through  better  management  and  improved  physical 
conditions.   When  administered  most  effectively,  this  program  can 
be  used  to  leverage  additional  financial  commitments  by  the 
owners.   HUD's  failure  to  provide  the  flexible  subsidy  to  proj- 
ects which  are  in  need  will  be  costly  to  the  government  because 
the  projects  will  go  into  default,  the  mortgages  will  be  assigned 
to  HUD,  and  money  will  be  drained  from  the  insurance  funds. 

HUD  proposes  no  new  appropriations  for  the  flexible  subsidy 
program  and  the  use  of  only  $38  million  from  the  Rental  Housing 
Assistance  fund  and  carryovers.  That  represents  a  reduction  of 
over  30  percent  ($18  million)  from  the  1983  estimated  expendi- 
tures. It  would  aid  only  110  projects  nationwide.  Our  experi- 
ence with  the  demand  for  flexible  subsidies  in  California  alone 
tells  us  that  HUD's  proposal  is  inadequate.  Congress  should 
authorize  at  least  $100  million  for  the  flexible  subsidy  program. 


XIV.   THE  COMMUNITY  DEVELOPMENT  BLOCK  GRANT  PROGRAM 

This  administration's  treatment  of  the  Community  Development 
Block  Grant  program  (CDBG)  is  no  different  from  its  treatment  of 
the  housing  programs.   While  it  is  not  politically  possible  to 
eliminate  the  program  entirely,  or  rescind  or  defer  its 
appropriations,  in  the  short  term  the  regulations  promulgated  or 
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proposed  by  HUD  in  1982  de  facto  convert  the  CDBG  program  into  a 
no-strings,  general-revenue  sharing  grant.   In  the  long  term,  the 
administration  proposes  to  formalize  this  conversion  by  its 
introduction  this  year  of  a  "mega  block  grant"  which  will  merge 
CDBG  funds  with  general-revenue  sharing  funds  and,  over  a 
five-year  period  of  time,  cause  the  CDBG  program  to  shed  all 
remnants  of  federal  purposes  and  objectives.   Even  though  initial 
response  by  local  officials  clearly  indicates  that  they  regard 
this  latest  brand  of  federalism  as  a  Trojan  horse  that  will 
inevitably  lead  to  decreased  funding  for  the  two  merged  grants, 
if  the  administration  is  not  prevented  frbm  carrying  out  its 
short-term  strategy,  whether  it  ever  accomplishes  its  final, 
formalizing  touch  of  re-labeling  the  program  will  be  irtelevant. 

Already  in  the  State-run  and  HUD-administered  Small  Cities 
Programs,  and  now  in  its  proposed  Entitlement  Program  regula- 
tions, HUD  has  totally  abdicated  federal  oversight  of  the  primary 
objectives  of  the  Community  Development  Block  Grant  program  which 
is  to  principally  benefit  low-  and  moderate-income  people.   HUD 
would  authorize  the  annual  transfer  of  approximately  $3  billion 
from  the  federal  government  to  state  and  local  governments  in 
purposeful  disregard  of  whether  those  dollars  reach  statutorily- 
mandated,  intended  beneficiaries.   HUD  has  tossed  out  regulations 
in  effect  since  1978  which  were  designed  to  implement  the  primary 
objective  of  the  Act  and  instead,  in  the  proposed  Entitlement 
regulations,  has  flatly  stated  that  it  will  no  longer  conduct  any 
review  of  a  grantee's  overall  program  with  respect  to  benefit  to 
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low-and  moderate-income  persons.   The  regulations  which  the 
administration  would  discard  acknowledge  that,  while  the  local 
government's  CDBG-assisted  activities  must  give  feasible  priority 
to  activities  that  either  benefit  the  lower-income,  or  eliminate 
slums  and  blight,  or  meet  an  urgent  need,  the  local  government's 
program  as  a  whole  must  conform  to  the  primary  objective  of  the 
Act  by  principally  benefiting  low-  and  moderate-income  people. 
Instead,  HUD  will  allow  a  local  government  to  expend  its  entire 
CDBG  allocation  on  activities  that  eliminate  slums  or  blight  or 
meet  an  urgent  need,  or  a  combination  of  both,  in  total  disregard 
of  the  primary  objective  of  the  Act  and  the  needs  of  the  lower- 
income. 

In  its  preamble  to  the  proposed  Interim  Rule  for  the 
Entitlement  Program  published  in  the  Federal  Register  on 
October  4,  198  2,  HUD  justified  its  abandonment  of  the  requirement 
that  a  CDBG  program  as  a  whole  principally  benefit  the 
lower-income  on  the  basis  of  its  reading  of  legislative  events  in 
1978.   According  to  the  present  administration,  HUD's  regulations 
implementing  the  primary  objective  of  the  Act  have  been  in  excess 
of  statutory  authority  since  1978.   According  to  HUD,  1978 
amendments  to  §104  (c)  of  the  Act  stripped  HUD  of  the  authority  to 
provide  expedited  application  reviews  if  a  local  government 
earmarked  in  excess  of  50  percent  of  its  funds  to  activities 
benefiting  the  lower-income.   HUD  takes  this  position  in  spite  of 
the  fact  that  the  Conference  Report  accompanying  the  1978 
amendments  stated  that  the  Conferees  wishes  to  "reaffirm  that  the 
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primary  objectives  of  the  CDBG  program  is  the  development  of 
viable  urban  communities  by  providing  decent  housing  and  a 
suitable  living  environment  and  extending  economic  opportunities, 
principally  for  persons  of  low-and  moderate-income."   Conf.  Rep. 
No.  95-1792,  95th  Cong.,  2d  Sess.  60  (1978).   HUD  also  ignores 
the  Senate's  view  of  the  1978  amendments,  as  reflected  by  Senator 
Proxmire's  statement  that,  "The  original  House  amendment  would,  I 
believe,  have  been  a  disaster.   The  compromise,  I  feel,  reaffirms 
the  primary  objective  of  the  Act,  and  the  authority  of  Secretary 
Harris  to  administer  the  program  in  accordance  with  the  policies 
she  has  established."   124  Cong.  Rec.  S. 18773  (Oct.  14,  1978). 

The  Senate  has  never  strayed  from  its  commitment  to  ensuring 
that  the  lower-income  receive  principal  benefits  of  the  CDBG 
program.   If  HUD  is  allowed  to  usurp  Congressional  prerogative 
and  re-write  regulations  that  conform  only  to  its  own  misguided 
view  of  the  law,  the  result  inevitably  will  be  the  same  as  in  the 
early  days  of  the  program  when  there  was  no  effort  to  ensure  that 
CDBG  program  benefits  were,  targeted  to  the  lower-income. 
Numerous  studies  and  administrative  and  court  complaints  have 
documented  the  abuses  that  took  place  in  the  first  few  years  of 
the  program.   (For  the  most  extensive  listing  of  such  abuses,  see 
Keating  and  LeGates,  "Who  Should  Benefit  from  the  Community 
Development  Block  Grant  Program?",  10  URBAN  LAWYER  701  (Fall, 
1978)).   A  NAHRO  study,   for  example,   found  that  more 
middle-income  households  than  low-income  households  benefited 
from  the  CDBG  program  in  1975  and  1976.   Id.  at  712,  fn.  50.   And 
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Senate  Oversight  Hearings  in  1976  turned  up  instances  of  golf 
courses,  tennis  courts,  and  swimming  pools  funded  with  CDBG 
program  dollars.   Oversight  Hearings  on  the  Administration  of  the 
Housing  and  Community  Development  Act  of  1974  before  the  Senate 
Committee  on  Banking,  Housing  and  Urban  Affairs,  94th  Cong.,  2d 
Sess.  passim  (1976). 

Even  if  prior  history  did  not  compel  the  conclusion  that  HUD 
must  regulate  to  ensure  that  low-  and  moderate-income  people 
receive  the  principal  benefits  of  the  program,  present-day 
policies  of  targeting  scarce  federal  resources  to  the  truly  needy 
should  mandate  it.   Rather  than  ignoring  the  statutory  mandate, 
HUD  should  be  carefully  regulating  to  ensure  that  the  most  needy 
do  in  fact  receive  the  benefits  of  the  CDBG  program.   Instead, 
HUD  is  consciously  and  purposely  choosing  to  abandon  targeting 
requirements  in  defiance  of  this  legislative  body's  directive. 


We  thank  you  for  this  opportunity  to  express  our  views  to 
the  Subcommittee.   If  you  have  questions  or  need  further  informa- 
tion, we  remain  available  to  be  of  assistance. 

Submitted  byr 
FLORENCE  W.  ROISMAN 
National  Housing  Law  Project 
1016  -  16th  Street,  N.W.,  #800 
Washington,  D.  C.   20036 
Telephone:   (202)  659-0050 

DAVID  M.  MAD WAY 

DAVID  B.  BRYSON 

CATHERINE  M.  BISHOP 

JAMES  R.  GROW 

FRANCES  E.  WERNER 

National  Housing  Law  Project 

1950  Addison  Street 

Berkeley,  CA   94704 
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PROPOSED  STATUTORY  LANGUAGE  TO  PRESERVE  THE 
CURRENT  PUBLIC  HOUSING  LEASE  AND  GRIEVANCE  PROCEDURES 


_/.   Section  6  of  the  United  States  Housing  Act  of  1937 


shall  be  amended  by  adding  a  new  subsection  (h) ,  as  follows; 

(h)   The  Secretary  shall  by  regulation  require  each  public 
housing  agency  receiving  assistance  under  this  Act  to: 

(1)  Establish  and  implement  an  administrative  griev- 
ance procedure  that  will  provide  public  housing 
authority  (PHA)  tenants  and  applicants  an  oppor- 
tunity to  be  heard,  in  accordance  with  the  basic 
safeguards  of  due  process,  regarding  PHA  actions 
or  failures  to  act  which  adversely  affect  their 
rights,  duties,  welfare  or  status;  and 

(2)  Utilize  leases  which: 

(A)  Do  not  contain  unreasonable  terms  and  con- 
ditions; 

(B)  Obligate  the  PHA  to  maintain  the  projects  in 
a  decent,  safe  and  sanitary  condition; 

(C)  Require  the  PHA  to  give  adequate  written 
notice  of  termination  of  the  lease,  which 
shall  not  be  less  than  (i)  fourteen  (14)  days 
for  nonpayment  of  rent;   (ii)  a  reasonable 
time  when  the  health  or  safety  of  other 
tenants  or  PHA  employees  is  threatened;  and 
(iii)  thirty  (30)  days  in  all  other  cases; 
and 

(D)  Require  that  the  PHA  shall  not  terminate  the 
tenancy  except  for  serious  or  repeated 
violation  of  the  terms  or  conditions  of  the 
base  or  for  other  good  cause. 


PROPOSED  LEGISLATIVE  HISTORY  REGARDING  THE 
PUBLIC  HOUSING  LEASE  AND  GRIEVANCE  PROCEDURES 

The  Department  of  Housing  and  Urban  Development  is  proposing 
to  repeal  the  current  regulations  (24  C.F.R.  Part  866)  which 
establish  model  leases  and  grievance  procedures  for  public 
housing.  Those  regulatory  requirements  were  initially  developed 
in  1971,  after  extensive  negotiations  with  representatives  of  the 
housing  authorities  (NAHRO)  and  tenants  (NTO) .  They  grew  out  of 
dissatisfaction  with  the  practices  of  some,  but  not  all,  public 
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housing  authorities  (PHAs)  and  PHA  employees  that  caused  unfair- 
ness in  the  leasing  and  operation  of  PHA  projects.   They 
reflected  judicial  decisions  regarding  the  minimum  level  of 
fairness  required  of  government  agencies  which  are  landlords. 
They  were  designed  to  provide  a  realistic  means  for  resolving 
disputes  between  tenants  and  PHAs  quickly  and  fairly,  before  the 
problems  fester  and  hostilities  develop.   HUD's  power  to  issue 
the  regulations  and  the  reasonableness  of  its  judgment  in  doing 
so  were  sustained  in  court  after  court.   The  regulations  them- 
selves were  readopted  in  1975,  after  an  extensive  two-year  review 
by  new  HUD  officials  with  widespread  input  from  PHAs,  tenants  and 
other  members  of  the  public. 

Given  that  history,  it  is  the  judgment  of  the  Committee  that 
these  lease  and  grievance  requirements  must  be  retained.   Thus, 

Section  of  the  bill  adds  a  new  subsection  to  Section  6  of 

the  Act,  under  which  the  Secretary  must  by  regulation  require 
PHAs  to  maintain  grievance  procedures  and  utilize  fair  leases. 
The  Committee  contemplates  that  HUD  will  meet  this  obligation  by 
retaining  the  present  regulations.   The  grievance  procedures 
shall  be  available  for  all  disputes  between  a  PHA  and  an  appli- 
cant, a  tenant  or  a  former  tenant.   The  hearings  shall  be  made 
available  on  an  administrative  level,  because  attempting  to 
resolve  these  matters  only  in  court  is  not  a  desirable,  efficient 
and  effective  approach.   The  procedures  must  meet  the  require- 
ments of  due  process,  including  (1)  adequate  notice  to  the  tenant 
of  the  grounds  for  the  PHA's  action;  (2)  an  opportunity  for  the 
tenant  to  examine  all  relevant  documents,  records  and  regulations 
of  the  PHA  in  order  to  meet  the  PHA's  case;  (3)  a  right  to  be 
represented  by  counsel  or  other  representative;  (4)  a  right  to 
present  witnesses  and  other  evidence  and  to  confront  and  cross- 
examine  opposing  witnesses;  (5)  an  impartial  decision-maker;  and 
(6)  a  decision  based  solely  on  the  record  and  explained  in 
writing. 

The  PHA  leases  must  not  contain  unreasonable,  unfair  or 
unconscionable  provisions,  such  as  requirements  that  the  tenants 
waive  rights  granted  by  state  or  federal  law.   Since  1970  HUD  has 
prohibited  PHAs  from  utilizing  the  following  types  of  unfair 
clauses:   confession  of  judgment;  distraint  clauses;  exculpatory 
clauses;  waivers  of  legal  notices;  legal  proceedings,  jury  trials 
and  appeals;  and  clauses  requiring  tenants  to  pay  legal  costs 
regardless  of  the  outcome.   24  C.F.R.  §866.6.   The  Committee 
contemplates  that  those  regulatory  prohibitions  will  be  retained 
and  that  HUD  will  prohibit  as  well  any  additional  clauses  which 
are  unreasonable. 

Beyond  prohibiting  certain  unfair  clauses,  the  amendment 
will  also  require  the  leases  to  contain  certain  basic  protec- 
tions.  They  include  clauses  obliging  PHAs  to  maintain  the 
premises  in  decent,  safe  and  sanitary  condition,  and  to  provide 
adequate  notice  before  evicting  tenants.   The  present  regulations 

spell  out  the  reasonable  points  which  should  be  covered  in  each 

PHA  lease  for  the  protection  of  both  the  PHAs  and  the  tenants. 

Again,  the  Committee  contemplates  that  HUD  will  retain  the 

regulations  as  they  currently  stand. 
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PROPOSED  LANGUAGE  PROHIBITING  THE  TREATMENT 
OF  HOUSING  SUBSIDIES  AS  INCOME 


Notwithstanding  any  other  provision  of  law,  the  value  of  any 
assistance  paid  with  respect  to  a  dwelling  unit  under  any  of  the 
federal  housing  programs,  including,  without  limitation,  programs 
authorized  by  the  United  States  Housing  Act  of  1937,  the  National 
Housing  Act,  Section  101  of  the  Housing  and  Urban  Development  Act 
of  1965,  as  amended.  Title  I  of  the  Housing  and  Community  Develop- 
ment Act  of  1974,  Title  V  of  the  Housing  Act  of  1949,  Section  202 
of  the  Housing  Act  of  1959,  and  Section  312  of  the  Housing  Act  of 
1964,  shall  not  be  considered  as  income  or  a  resource  for  the 
purpose  of  determining  the  eligibility  of  or  the  amounts  of 
benefits  payable  to  any  person  for  assistance  under  any  federal, 
state  or  local  laws  including,  but  not  limited  to,  laws  relating 
to  welfare  and  public  assistance  programs. 
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PROPOSED  STATUTORY  LANGUAGE  TO  CLARIFY  10-PERCENT 
CAP  ON  RENT  INCREASES  ASSOCIATED  WITH 
RENT  SUPPLEMENT/ SECTION  8  CONVERSIONS 

/.   Section  322(i)(l)  of  the  Housing  and  Community 

Development  Amendments  of  1981  shall  be  amended  by  inserting  the 
following  underlined  material: 

(i) (1)  in  determining  the  rent  to  be  paid  by  tenants  who  are 
occupying  assisted  housing  under  the  authorities  amended  by  this 
section  on  the  effective  date  of  this  Act,  the  Secretary,  notwith- 
standing any  other  provision  of  this  section  may  provide  for 
delayed  applicability,  or  for  staged  implementation,  of  the 
procedures  for  determining  rent  required  by  the  provisions  of 
subsections  (a) through  (h)  of  this  section  if  the  Secretary 
determines  that  immediate  application  of  such  procedures  would  be 
impracticable,  would  violate  the  terms  of  existing  leases,  or 
would  result  in  extraordinary  hardship  for  any  class  of  tenants. 
The  Secretary  shall  provide  that  the  amount  of  rent  paid  by  any 
family  shall  not  increase  as  a  result  of  the  amendments  made  by 
this  section,  as  a  result  of  conversion  from  the  Rent  Supplement 
Program  to  the  Section  8  Program  and  accompanying  recertif ication 
of  income,  and  as  a  result  of  any  other  provision  of  federal  law 
redefining  which  governmental  benefits  are  required  to  or  may  be 
considered  as  income,  by  more  than  10  per  centxim  during  any 
12-month  period  unless  the  increase  above  such  10  per  centum  is 
attributed  solely  to  increases  in  income  which  are  not  caused  by 
such  amendments,  or  by  such  redefinitions.   The  limitation 
contained  in  the  preceding  sentence  shall  remain  in  effect  and 
may  not  be  changed  or  superceded  except  by  another  provision  of 
law  which  amends  this  subsection.   Notwithstanding  any  other 
provision  of  this  section,  application  of  the  procedures  for 
determining  rent  contained  in  this  section  shall  not  result  in  a 
reduction  in  the  amount  of  rent  paid  by  any  tenant  below  the 
amount  paid  by  such  tenant  immediately  preceding  the  effective 
date  of  this  Act. 


PROPOSED  REPORT  LANGUAGE  TO  EXPLAIN  THE  PROPOSED  AMENDMENT 
THAT  WOULD  CLARIFY  THE  CAP  ON  RENT  INCREASES  ASSOCIATED" 
WITH  CONVERSIONS  FROM  THE  RENT  SUPPLEMENT  PROGRAM  TO 
THE  SECTION  8  PROGRAM 

Section  322  of  the  Housing  and  Community  Development  Amend- 
ments of  1981  authorized  a  number  of  changes  regarding  tenant 
rental  payment  in  assisted  housing.   The  changes  included  a 
requirement  that  all  tenants  in  assisted  housing,  including 
senior  citizens,  recertify  their  incomes  annually  for  the  purpose 
of  making  any  necessary  adjustments  in  tenants'  rents  and  that 


ATTACHMENT  C 


707 


any  rent  incrses  caused  by  the  amendments  made  in  Section  322 
or  by  the  recinition  of  income  shall  not  result  in  a  rent 
increase  of  m*  than  lo  percent  during  any  12-month  period.   The 
Committee  has^arned  that  the  10-percent  cap  on  rent  increases 
has  not  been  iformly  followed  with  respect  to  tenants  who  are 
being  involun^ily  converted  from  the  Rent  Supplement  Program  to 
the  Section  program.   This  amendment  merely  clarifies  that 
rents  shall  n  be  increased  by  more  than  10  percent  in  connec- 
tion with  the^nversion  process. 

The  Rentupplement  Program  was  authorized  by  the  Housing 
and  Urban  DevJpment  Act  of  1965.   The  Act  provided  that  tenants 
receiving  Reipupplement  payments  were  not  required  to  recertify 
their  income  an  annual  basis  beyond  the  age  of  62.   It  was 
felt  that  eldy  tenants  would  not  ordinarily  experience  annual 
increases  income  which  were  substantial  enough  to  warrant 
annual  recertications.   Despite  the  70-percent  cap  on  Rent 
Supplement  pents,  many  elderly  tenants  did  not  experience 
significant  t.    increases  under  the  Rent  Supplement  Program 
during  their  rticipation. 

In  1982/vners  of  federally  subsidized  multifamily  housing 
projects  aroi  the  country  were  afforded  the  opportunity  to 
convert  frome  Rent  Supplement  Program  to  the  Section  8  Pro- 
gram.  Exist:  tenants  in  the  buildings  were  required  to  recer- 
tify their  imes  in  connection  with  the  conversion  process  and 
their  rents  e  adjusted  accordingly.   For  many  senior  citizen 
tenants,  the aversion  to  the  Section  8  Program  and  the  accom- 
panying recefication  of  incomes  resulted  in  significant  rent 
increases  ba  on  the  cumulative  effect  of  modest  annual 
increases  incial  Security  benefits  or  pensions  which  had 
previously  noeen  taken  into  consideration.   The  Committee  has 
learned  thatiy  tenants  in  their  70s  and  80s  who  have  lived  in 
their  subsidd  projects  for  over  10  years  experienced  sudden 
and  substant  rent  increases  as  a  result  of  the  conversion  to 
Section  8  anhe  accompanying  recertification  of  their  incomes. 
For  example, D  tenants  ages  76  and  86  had  their  rents  increased 
from  $29  pemth  to  $67  per  month;  one  tenant  age  79  had  her 
rent  increasfrom  $63  per  month  to  $92  per  month;  and  one 
tenant  age  7ad  her  rent  increased  from  $75  per  month  to  $110 
per  month,   se  increases,  particularly  for  senior  citizens, 
were  an  unfcsen  and  unintentional  consequence  of  the  conver- 
sion and  recification  process  and  would  have  been  dealt  with 
more  explici  in  the  Housing  and  Community  Development  Amend- 
ments of  198id  they  been  anticipated  as  a  problem. 

The  prced  amendment  of  Section  3  22  of  the  Housing  and 
Community  Deopment  Amendments  of  1981  merely  clarifies  that 
rent  of  assid  families  shall  not  be  increased  more  than  10 
percent  per  r  as  a  result  of  the  conversion  from  the  Rent 
Supplement  tam  to  the  Section  8  Program  and  accompanying 
recertif ical3  of  income.   This  means  that  modest  annual 
increases  ii^ial  Security  benefits,  pensions,  or  other  public 
or  private  sources  of  income,  which  have  not  previously  been 
taken  into  consideration  in  determining  rents  because  of  the  lack 
of  an  annual  recertification  requirement,  shall  not  be  considered 
cumulatively  for  the  purpose  of  imposing  a  sudden  and,  in  many 
cases,  substantial  rent  increase.   Rather,  it  is  the  intention  of 
the  Committee  that  increases  in  rents  caused  by  increases  in 
income  which  took  place  during  a  time  that  recertification  was 
not  required  be  phased  in  so  that  annual  rent  increases  do  not 
exceed  10  percent.   This  amendment  should  be  applied  retro- 
actively to  any  tenants  who  have  been  converted  to  the  Section  8 
Program  from  the  Rent  Supplement  Program  since  October  1,  1981, 
and  as  to  those  tenants,  rents  should  be  recomputed  and  adjusted 
accordingly. 
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Ms.  RoiSMAN.  Thank  you,  I  will.  I  should  say  that  the  informa- 
tion and  the  judgments  that  we  can  offer  to  the  subcommittee  are 
secured  from  our  work  with  thousands  of  legal  services  attorneys 
who  represent  the  many  millions  of  low-income  people  in  this  coun- 
try who  have  grave  housing  problems. 

Those  people  include  the  elderly  and  disabled  and  families  with 
young  children  who  have  no  source  of  income  other  than  public  as- 
sistance or  private  pensions.  They  include  the  new  poor,  people 
who  have  worked  hard  all  their  lives  taking  care  of  themselves  and 
their  dependents  and  now  find  themselves  absolutely  unable  to 
care  for  themselves  and  faced  with  the  loss  of  their  homes  either 
by  eviction  or  by  foreclosure;  and  I  regret  to  say  that  our  millions 
of  clients  include  also  people  who  have  worked  all  their  lives  and 
are  continuing  to  work  now,  frequently  families  with  two  working 
parents  who  are,  despite  the  fact  that  both  adults  are  out  working 
hard,  simply  not  able  to  pay  the  housing  costs  and  other  subsist- 
ence costs  that  face  them  in  this  economy. 

There  is  no  doubt  that  the  overriding  problem  for  all  of  these 
people  is  that  the  supply  of  low  rent,  low  cost  housing  is  egregious- 
ly  inadequate  to  meet  the  need  and  Gushing  has,  as  she  always 
does,  set  out  in  her  oral  statement  and  in  her  written  testimony 
the  dimensions  of  the  need  relative  to  the  supply.  I  won't  say  any- 
thing more  about  that. 

I  would  like  to  speak  to  three  of  the  issues  that  we  dealt  with  in 
our  statement. 

STOCK  OF  PUBLIC  HOUSING 

The  first  is  the  stock  of  public  housing  and  FHA-subsidized  hous- 
ing of  which  HUD  is  the  custodian.  HUD  is  the  custodian  of  a  vital 
national  resource.  Both  Gushing  Dolbeare  and  Mr.  White  have  re- 
ferred to  that  stock  of  housing.  I'd  like  to  speak  about  it  at  a  little 
more  length. 

We  have  millions  of  units  that  were  built  with  Federal  money  to 
serve  the  national  purpose  of  providing  decent  housing  for  low- 
income  people.  It's  the  public  housing  stock.  It's  FHA-subsidized 
projects  that  have  gone  into  default  and  now  are  owned  by  HUD 
and  are  in  the  process  of  being  disposed  of  by  HUD.  It's  also  FHA- 
subsidized  projects  that  are  still  held  by  private,  nonprofit  or  limit- 
ed-profit sponsors.  Some  of  those  projects  are  troubled  financially. 
Some  of  them  are  not  troubled  financially.  But  what  that  entire 
stock  represents  is  the  easiest,  least  expensive,  readiest-to-hand 
supply  of  housing  for  lower  income  people. 

We  have  always  needed  that  stock  of  housing.  That's  why  the 
Congress  appropriated  billions  of  dollars  to  provide  it.  Now  we  need 
it  more  than  ever.  We  have  no  program  for  producing  low-rent 
housing  for  families  and  the  little  that  is  produced  for  low-rent  el- 
derly use  is  so  far  from  meeting  the  need  that  it  scarcely  merits 
discussion. 

Today  more  than  ever  that  stock  of  federally  financed  housing  is 
absolutely  essential.  Yet  HUD  in  an  incredibly  irresponsible  way  is 
not  only  permitting  but  encouraging  the  loss  of  these  units  from 
the  service  of  the  public.  HUD  is  promoting  the  demolition  of 
public  housing  units  and  of  FHA  subsidized  units.  It  is  encouraging 
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to  a  very  large  extent  the  conversion  of  those  projects  from  the 
service  of  low-income  people  to  the  service  of  much  higher  income 
people. 

It  is  encouraging  the  transformation  of  ownership  from  public 
ownership  or  private  nonprofit  ownership  to  private  oriented  own- 
ership for  higher  income  people. 

The  analogy  it  seems  to  me  is  the  loss  of  national  resources  in 
mining,  timber  and  mineral  rights.  The  Congress  has  been  very 
careful  in  general  to  prevent  a  hemorrhaging  of  these  resources 
from  the  public  service  to  private  service,  and  I  think  that  it  is  es- 
sential that  Congress  direct  the  same  kind  of  attention  to  that 
problem  in  housing. 

The  second  issue  that  I'd  like  to  address  is  one  that  I  suspect 
only  we  will  address,  and  that  is  the  model  lease  and  grievance 
procedure  in  public  housing.  In  many  areas  of  the  law,  as  you 
doubtless  know,  there  is  great  effort  being  expended  to  ameliorate 
the  burden  on  the  courts,  the  Federal  courts,  and  the  State  courts 
also,  to  develop  methods  of  alternative  dispute  resolution.  Many 
judges,  many  lawyers,  many  arbitrators  devote  considerable  atten- 
tion to  taking  things  out  of  the  court  system  and  putting  them  into 
another  discrete  resolution  system. 

HUD  is  trying  to  take  a  gigantic  and  totally  unjustified  step  in 
exactly  the  opposite  direction.  That's  the  problem  with  respect  to 
the  public  housing  model  lease  and  grievance  procedure. 

Twelve  years  ago  in  a  Republican  administration,  after  negotia- 
tions with  public  housing  authorities  and  tenants,  HUD  developed 
and  then  incorporated  into  formal  regulations  the  model  lease  and 
grievance  procedure  for  public  housing  which  sets  up  an  adminis- 
trative procedure  in  each  public  housing  authority  for  resolving 
disputes  between  the  authority  and  the  tenant,  every  kind  of  dis- 
pute— disputes  about  how  much  rent  is  supposed  to  be  paid  and 
whether  it's  been  paid,  disputes  about  whether  windows  have  been 
broken  and  whether  tenants  are  noisy,  disputes  about  whether  the 
housing  authority  is  keeping  the  property  up  to  standard,  every 
conceivable  dispute  that  can  come  up  in  a  landlord-tenant  concept 
is  dealt  with,  has  for  the  past  decade  been  dealt  with  by  each  local 
public  housing  authority  working  with  its  own  tenants.  This  is  a 
system  that  has  worked. 

ELIMINATION  OF  MODEL  LEASE  AND  GRIEVANCE  PROCEDURE 

HUD  has  proposed  the  elimination  of  the  model  lease  and  griev- 
ance procedure.  HUD  has  offered  two  reasons  for  this,  neither  of 
which  is  true,  to  speak  frankly. 

HUD  says,  first  of  all,  that  the  administrative  grievance  proce- 
dure doesn't  enable  public  housing  authorities  to  deal  with  situa- 
tions where  the  health  and  safety  of  tenants  are  threatened.  This  is 
flatly  contradicted  by  the  regulations.  The  regulations  expressly 
authorize  the  housing  authority  to  disregard  the  administrative 
procedure  wherever  the  health  and  safety  of  tenants  is  threatened. 

The  second  explanation  that  HUD  has  offered  is  that  it  takes 
more  time  to  use  an  administrative  grievance  procedure  than  it 
would  take  to  go  to  court.  Well,  that's  simply  not  true.  It  isn't  true. 
The  grievance  procedure  requires  that  30  days  notice  be  given 
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where  the  issue  is  something  other  than  nonpayment  of  rent  and 
that  only  14  days  notice  be  given  where  the  issue  is  nonpayment  of 
rent.  So  on  its  face  it  appears  that  there  is  a  delay  added  by  the 
grievance  procedure,  although  the  delay  is  only  30  days  where  it's 
a  nonrent  issue  and  14  days  where  it  is  a  nonpayment  issue. 

But  the  reality,  of  course,  is  that  issues  that  can  be  dealt  with 
and  disposed  of  in  an  in-house,  administrative  proceding,  within  a 
public  housing  authority,  takes  infinitely  less  time  than  issues  that 
have  to  go  to  litigation,  whether  the  litigation  is  in  the  State  court 
or  in  a  Federal  court.  Litigation  always  takes  longer  than  adminis- 
trative adjudication. 

I  think  the  conclusion  is  inescapable,  that  the  real  reason  for 
HUD's  having  proposed  the  elimination  of  the  grievance  procedure 
for  evictions  and  the  other  amendments  to  the  model  lease  and 
grievance  procedure  is  that  HUD  has  made  the  judgment  that 
fewer  issues  will  be  disputed  if  the  only  forum  for  a  dispute  is  a 
court  than  if  an  administrative  procedure  is  available. 

I  think  that's  true,  but  I  suggest  that  examination  of  that  propo- 
sition will  lead  to  the  conclusion  that  the  lease  and  grievance  pro- 
cedures should  be  maintained. 

If  the  administrative  procedure  is  eliminated  altogether  the  only 
thing  that  a  tenant  can  do  to  contest  something  with  a  housing  au- 
thority is  to  go  to  court;  most  tenants  won't  go  to  court.  What  will 
happen  to  those  tenants  is  that  they  will  be  embittered;  frequent- 
ly— more  frequently  than  not — it  turns  out  when  the  dispute  goes 
to  arbitration  that  the  tenant  was  right  and  the  housing  authority 
wasn't,  so  people  will  have  been  treated  unfairly;  and  the  tenants 
will  have  lost  what  is  housing  of  last  resort.  Where  on  earth  will 
people  go  if  they  have  to  leave  public  housing? 

But  even  if  one  is  not  affected  by  the  impact  on  the  tenants  who 
choose  not  to  go  to  court,  not  to  get  into  a  contest  with  the  housing 
authority,  look  at  the  impact  with  respect  to  those  tenants  who  do 
both,  and  many  of  them  will. 

The  litigation  is  going  to  take  more  time.  It's  going  to  cost  every- 
body money.  It  probably  won't  cost  the  tenants  money  because  the 
tenants  are  poor  people  and  they  get  free  counsel  or  no  counsel.  It's 
certainly  going  to  cost  the  housing  authority  money.  It's  going  to 
use  up  the  courts'  time  and  going  to  engender  hostility  and  produce 
inconsistency  even  within  one  State.  Different  judges  will  reach  dif- 
ferent conclusions.  But  from  State  to  State  we  will  have  a  situation 
in  which  the  standards  governing  the  Federal  public  housing  pro- 
gram will  be  different  depending  on  what  State  the  tenant  is  in. 

MASSIVE  CHANGES  IN  STATE  COURT  PROCEEDINGS 

And  finally,  if  all  these  issues  have  to  go  to  litigation,  there's  ab- 
solutely no  doubt  in  my  mind  that  what  will  happen  is  that  there 
will  be  massive  changes  in  the  State  court  proceedings.  The  reason 
HUD  in  1971  began  this  model  lease  and  grievance  procedure  was 
because  a  series  of  Federal  courts  of  appeals  had  held  that  as  a 
matter  of  constitutional  entitlement.  An  administrative  grievance 
procedure  was  required  before  public  housing  tenants  could  be 
evicted  The  second  circuit,  the  fourth  circuit,  and  other  Federal 
courts  held  that  the  due  process  clause  was  violated  if  a  public 
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housing  authority  tried  to  evict  a  tenant  without  first  providing  an 
administrative  hearing. 

Now  those  were  not  then  and  are  not  now  particularly  liberal 
courts  of  appeals,  neither  the  second  circuit  nor  the  fourth  circuit 
is  outside  the  mainstream  of  the  Federal  courts  of  appeals,  and  I  do 
not  have  the  slightest  doubt  but  that  if  these  regulations  are  elimi- 
nated and  we  have  to  go  back  to  litigating  this  issue,  we  are  going 
to  win  those  cases;  but  I  think  it  is  as  a  policy  matter  senseless  for 
HUD  to  create  a  situation  in  which  the  Federal  courts  and  the 
State  courts  have  to  go  back  to  dealing  with  these  issues. 

These  issues  should  be  dealt  with  as  they  have  been  dealt  with 
for  the  last  decade — within  the  public  housing  authority,  giving  an 
administrative  hearing. 

The  last  issue  that  I  would  like  to  address  is  the  administration's 
voucher  proposal. 

Senator  Tower.  Would  you  suspend,  Ms.  Roisman.  Senator 
Riegle  and  I  have  to  go  vote.  Those  noises  you're  hearing  there  are 
indications  that  a  vote  is  on  and  the  warning  bell  has  run  and  we 
have  about  5  minutes  to  get  there.  So  if  you  will  suspend,  we  will 
be  back  in  about  10  or  15  minutes  and  we  will  continue  your  testi- 
mony at  that  time. 

[Recess.] 

Senator  Tower.  The  committee  will  come  to  order. 

Ms.  Roisman,  I  apologize  for  the  interruption,  but  we  don't  con- 
trol the  activity  on  the  floor  from  here  and  would  you  please 
resume  your  testimony. 

Ms.  Roisman.  To  say  that  I  understand  is  an  understatement, 
Mr.  Chairman. 

voucher  program 

The  last  issue  that  I  wanted  to  address  and  will  address  very 
briefly  is  that  of  the  voucher  program  as  proposed  by  the  adminis- 
tration. 

I  just  want  to  make  two  points.  First,  for  many  people  a  voucher 
program  just  won't  solve  the  problem  because  there  are  a  great 
many  people  for  whom  the  housing  problem  is  not  just  a  money 
problem  and  those  are  blacks,  hispanics  and  other  minorities, 
female-headed  households,  single-parent  households,  generally 
people  in  rural  areas,  farmworkers,  people  with  very  large  families. 
No  voucher  program  is  going  to  take  care  of  those  people.  There 
must  be  a  Federal  production  program  for  low-income  people. 

The  second  point  is  that  there  are  some  people  for  whom  a 
voucher  or  certificate  or  housing  allowance  kind  of  program  has 
been  shown  to  be  very  effective,  but  for  those  people  three  condi- 
tions have  to  be  met.  I  may  just  be  repeating  what  Gushing  said, 
but  I  suppose  it's  important  so  I  will  repeat  it. 

First  of  all,  the  amount  that  the  tenant  pays  has  to  be  affordable. 
Thirty  percent  isn't  affordable  for  very  low  income.  Twenty-five 
percent  isn't  affordable  either  and  certainly  the  30  percent  isn't  af- 
fordable. 

Second,  the  payment  standards  has  to  be  realistic  and  HUD  has 
made  clear  that  it  is  not  proposing  a  realistic  payment  standard. 
Indeed,  with  respect  to  the  existing  section  8  program,  HUD  is  en- 
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deavoring  to  reduce  the  payment  standard  to  the  40th  percentile 
and  to  change  the  measure  so  that  instead  of  taking  into  account 
recent  moves  into  standard  housing  of  appropriate  size,  the  pay- 
ment standard  would  be  set  with  reference  to  all  units,  not  just 
units  recently  occupied.  That's  entirely  unfair  and  unrealistic. 

HUD  estimates  that  the  payment  standard  would  be  reduced  by 
about  15  percent  by  this  shift  from  the  median  percent  in  the 
recent  moves  to  40  percent  of  all  standard  units,  and  what  that 
would  mean  is  that  the  family  would  be  paying  not  only  30  percent 
of  its  income  but  then  a  big  surcharge  in  order  to  secure  standard 
housing.  So  that  if  there's  going  to  be  some  kind  of  voucher  pro- 
gram, there  has  to  be  a  realistic  and  fair  way  of  setting  the  pay- 
ment standard  and  if  what  we're  going  to  have  is  what  we  have 
now,  the  existing  section  8  program,  we  urge  the  committee  to  re- 
quire in  the  statute  that  HUD  use  the  payment  standard  it's  been 
using  up  to  this  point,  which  is  the  median  rent  level  for  recent 
moves  and  that  the  committee  not  let  HUD  change  that  to  the  40th 
percentile  for  all  units. 

And  the  third  and  last  point  I  would  make  about  the  administra- 
tion's proposal  is  that  it  contemplates  a  5-year  fixed  payment  by 
HUD  so  that  as  rents  go  up,  as  costs  go  up,  there  would  be  no  in- 
creased contribution  from  HUD.  Again,  obviously  that  means  that 
the  housing  authority  is  going  to  have  to  be  paying  more  money 
and  since  the  housing  authority  has  no  other  income  to  support 
this,  what  will  happen  is  that  the  number  of  households  being  sup- 
ported on  a  program  will  decrease.  Fewer  families  will  get  help 
under  the  voucher  program  if  the  amount  stays  fixed  for  5  years. 

The  reason  that  the  program  we  have  now  has  a  provision  for 
adjustments  is  because  costs  do  increase  and  rents  do  increase  and 
if  the  tenant  isn't  going  to  pay  the  increase,  then  the  public  agency 
has  to  because  otherwise  fewer  people  are  going  to  be  assisted. 

I  have  nothing  else,  Mr.  Chairman. 

Senator  Tower.  Thank  you  very  much,  Ms.  Roisman.  Let  me  ask 
you  and  Mrs.  Dolbeare  what  do  you  recommend  in  lieu  of  the  30- 
percent  requirement?  Perhaps  you  touched  on  that  and  I  didn't 
catch  it. 

Mrs.  Dolbeare.  You  mean  the  30  percent  of  income  requirement 
for  rent? 

Senator  Tower.  Yes. 

Mrs.  Dolbeare.  That  was  adopted  in  1981  as  part  of  the  recon- 
ciliation act  and  increased  from  25  percent,  and  the  recommenda- 
tion that  we  would  make,  which  has  not  I  think  ever  been  put  in 
legislative  form,  recognizes  the  fact  that  the  lower  your  income  is, 
the  less  you  can  afford  to  spend  on  housing.  Therefore,  we  would 
propose  a  sliding  scale  where  you  divide  households  by  size  into 
percentiles  and  the  bottom  percentile  would  pay  1  percent  and  the 
second  percentile  would  pay  2  percent  and  the  10  percentile  would 
pay  10  percent  and  the  25th  percentile  would  pay  25  percent,  and 
so  forth.  That  would  both  provide  the  most  assistance  for  the 
lowest  income  families  and  it  would  almost  eliminate  the  need,  if 
you  have  a  minimum  subsidy,  for  any  kind  of  income  limits  be- 
cause at  some  point  the  subsidy  line  and  the  percentage  of  income 
line  would  cross  and  you  would  no  longer  qualify  for  the  program. 
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We  suggest  that  that  would  be  an  equitable  way  of  doing  it. 
There's  no  real  way  of  determining  exactly  what  affordability  is, 
but  at  least  this  fits  with  everybody's  understanding  of  who  needs 
the  most  help,  provides  the  most  help  for  the  lowest  income  people, 
and  bears  some  relationship  to  capacity  to  pay  which  would  mean 
that  everybody  pays  something.  By  stepping  it  percent  by  percent, 
you  would  not  inflict  a  major  penalty  as  incomes  rose  slightly.  If 
you  did  it  in  5-percent  jumps,  then  you  would  have  a  notch  prob- 
lem, but  we  think  that  this  would  be  a  reform  which  would  cost 
some  money  initially  but  which  would  be  recognized  as  good  and 
fair,  and  I  think  one  of  the  things  that  our  housing  programs  badly 
need  is  to  get  a  perception  as  being  not  quite  as  inequitable  as  they 
sometimes  seem  to  be. 

Senator  Tower.  Do  you  have  that  formula  proposal  reduced  to 
writing? 

Mrs.  DoLBEARE.  I  would  be  glad  to  provide  it. 

Ms.  RoiSMAN.  If  I  might  add  to  that,  Mr.  Chairman,  that  propos- 
al recognizes  what  I  think  most  people  who  work  in  the  area  recog- 
nize, and  that  is  that  it's  not  enough  just  to  take  a  flat  percentage 
of  income.  The  lower  the  income  and  the  more  people  in  the  house- 
hold, the  smaller  amount  of  money  is  available  to  be  devoted  to 
housing.  Prof.  Michael  Stone  at  the  University  of  Massachusetts 
has  written  a  book  which  is  about  to  be  published  about  this  shel- 
ter poverty  notion  and  I  think  we  can  make  available  to  the  com- 
mittee some  of  his  materials. 

Senator  Tower.  The  committee  would  be  delighted  to  have  any 
additional  material  you  want  to  provide.  Well,  I  see  that  my  col- 
league has  left.  I  want  to  thank  all  of  you  for  your  presentation 
today.  It  will  be  enormously  useful  to  us  as  we  deliberate  these 
issues.  Hopefully,  we  will  have  a  bill  out  for  you  in  a  timely  fash- 
ion and  we  of  course  then  welcome  any  comments  and  suggestions 
you  have  once  the  bill  has  been  marked  up.  Thank  you  all  very 
much  for  appearing. 
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STATEMENT  OF 

WILLIAM  A.  WHITESIDE,  EXECUTIVE  DIRECTOR 

NEIGHBORHOOD  REIM^^ESTMENT  CORPORATION 

We  appreciate  this  opportunity  to  share  vrtth  the  Committee  our  progress  to 
date  in  assisting  the  NHS  network  in  moving  forward  in  serving  over  180  com- 
munities throughout  the  country  and  to  highlight  some  of  our  more  promising 
Neighborhood  Preservation  Projects  which  enhance  and  complement  the  efforts  of 
local  NHSs. 

In  my  statement  I  cover  the  following  areas: 

o  Fiscal  Outlook  1983-1984 

o  Statutory  Intent  and  Authority 

o  Neighborhood  Housing  Services  —  Description  and  Objectives 

o  The  Apartment  Improvement  Program 

o  Owner  Built  Housing 

o  Mutual  Housing  Association  Demonstration 

o  Private  Sector  Funding  to  Respond  to  the  NHS  Needs  of  the  80' s 

INTRODUCTION 

Over  the  past  year.  Neighborhood  Housing  Services  (NHS)  programs  have 
shown  a  remarkable  resilience  in  the  recent  economic  climate  and  have  been 
satisfactorily  coping  with  reduced  resources  and  tackling  increasing  neighbor- 
hood needs.  Neighborhood  Reinvestment's  technical  services,  along  with  the 
financial  development  work  of  Neighborhood  Housing  Services  of  America  have- 
made  a  critical  difference  to  NHS  programs  in  coping  with  the  threat  of  re- 
duced contributions.  The  following  table  shows  the  growth  and  shift  in 
sources  of  NHS  operating  budget  support: 
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1981  %  1982 


Savings  and   Loans 
and  Savings  Banks 

$3,206,449 

33.35 

$3,822,639 

28.27 

Conunercial   Banks 

2.225,783 

23.15 

3,198,394 

23.65 

Insurance  Companies 

686,960 

7.15 

948.000 

7.00 

Credit  Unions 

28.140 

.29 

26.270 

.19 

1.430,974 

14.88 

2.536.557 

18.76 

2.036,557 

21.18 

2,992.864 

22.13 

Corporations,   Utilities, 
and  Other   Private 
Sources 

Local  Government 


TOTAL  $9,614,863     100.00       $13,524,724       100.00 

As  the  table  illustrates,  contributions  were  increased  in  almost  every 
category.  The  reduced  proportion  of  thrift  institution  support  was  offset  in 
the  main  by  a  growth  in  support  by  other  corporations. 

The  redirection  of  Neighborhood  Reinvestment's  effort  which  helped  NHS 
programs  rise  to  the  challenge  was  made  largely  at  the  cost  of  new  program 
development.  We  believe  we  can  now  begin  shifting  some  effort  back  in  the 
direction  of  new  program  development. 

Our  request  in  FY  1984  for  $15,512,000  is  the  same  amount  that  was  ap- 
propriated in  FY  1983.  In  our  All  Sources  Budget,  however,  we  project  a  re- 
duction of  $1.8  million.  This  results  from  reductions  in  non-appropriated 
resources,  including  interest  earnings,  local  receipts  related  to  NHS  develop- 
ment and  support  from  the  entities  represented  on  our   Board  of  Directors. 
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The  Federal  Home  Loan  Banks  found  it  necessary  to  reduce  their  support  for 
the  "agency"  portion  of  our  budget  from  the  requested  $1.6  million  to  $409,000 
for  FY  1983.  Other  entities  on  our  Board  contributed  funds  to  partially  off- 
set this  shortfall  as  follows:  Federal  Reserve  Board,  $400,000;  FDIC, 
$200,000;  Comptroller  of  the  Currency,  $200,000.  The  Board  of  Directors  ex- 
pressed their  intention  that  this  support  should  be  a  one-time  transitional 
funding  and  that  our  FY  1984  budget  submission  request  Federal  funding  to 
cover  these  expenses  beginning  in  FY  1984.  The  Office  of  Management  and  Bud- 
get, however,  was  not  able  to  recommend  additional  funding  to  cover  this 
shortfall. 

NEIGHBORHOOD  REINVESTMENT  CORPORATION  ACT 

After  beginning  our  work  as  an  office  of  the  Federal  Home  Loan  Bank  Board, 
and  four  years  of  operation  under  the  Urban  Reinvestment  Task  Force  (a  task 
force  made  up  of  the  Chairman  of  the  Federal  Home  Loan  Bank  Board,  the  Secre- 
tary of  HUD,  a  member  of  the  Board  of  Ctovernors  of  the  Federal  Reserve  System, 
the  Chairman  of  the  Federal  Deposit  Insurance  Corporation,  and  the  Comptroller 
of  the  Currency),  the  Neighborhood  Reinvestment  Corporation  Act  established 
the  Corporation  to  implement  and  expand  the  demonstration  activities  of  the 
Urban  Reinvestment  Task  Force.  These  activities  included  establishing  Neigh- 
borhood Housing  Services  (NHS)  programs  in  neighborhoods  throughout  the  United 
States,  monitoring  their  progress  and  providing  them  with  grants  and  technical 
services.  In  addition,  the  Corporation  was  directed  to  continue  the  work  of 
the  Task  Force  in  identifying  and  assisting  selected  Neighborhood  Preservation 
Projects  offering  promise  as  mechanisms  for  reversing  neighborhood  decline  and 
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improving  the  quality  of  neighborhood  life,  and  to  bring  such  successful  proj- 
ects to  neighborhoods  throughout  the  United  States.  The  Corporation  was  di- 
rected to  continue  supporting  Neighborhood  Housing  Services  of  America,  in- 
cluding providing  technical  assistance  and  grants  to  expand  its  capacity  to 
purchase  NHS  revolving  loan  fund  loans  and  to  contract  with  Neighborhood  Hous- 
ing Services  of  America  for  services  which  it  can  perform  more  efficiently  or 
effectively  than  the  Corporation. 

NEIGHBORHOOD  HOUSING  SERVICES 

Neighborhood  Housing  Services  programs  are  state-chartered,  nonprofit  cor- 
porations governed  by  boards  of  directors  representing  a  partnership  of  neigh- 
borhood residents,  local  business  leaders  and  local  government,  with  the  ob- 
jective of  revitalizing  declining  neighborhoods.  The  programs'  operating  bud- 
gets are  funded  by  voluntary  contributions,  primarily  from  local  businesses. 
Their  revolving  loan  funds  are  capitalized  by  seed  grants  from  the  Neighbor- 
hood Reinvestment  Corporation  matched  many  times  over  by  local  governments, 
foundations  and  businesses.  Each  NHS  operates  in  one  or  more  neighborhoods 
with  defined  boundaries  characterized  by  a  housing  stock  showing  evidence  of 
deterioration  and  lack  of  maintenance,  an  inadequate  degree  of  mortgage  and 
home  improvement  activities,  a  substantial  degree  of  homeowner ship,  and  an 
income  mix  in  the  neighborhood  as  low  as  resources  will  permit  (i.e.,  the  low- 
er the  family  incomes  and/or  the  higher  the  repair  costs,  the  greater  the 
resources  needed  for  revolving  loan  funds  and  staffing) .  NHS  neighborhoods 
average  2,500  dwelling  units. 

Each  local  NHS  board  of  directors  manages  the  affairs  of  its  corporation. 
It  is  responsible  for  keeping  in  place  the  resources  necessary  to  operate  the 
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NHS  program,  including  loan  fund  and  operating  budgets.  The  board  is  respon- 
sible for  insuring  proper  financial  management,  designating  target  areas,  re- 
aching agreements  with  local  government  on  appropriate  code  inspection  ser- 
vices and  public  improvements,  and  designing  creative  strategies  to  accomplish 
particular  neighborhood  objectives.  The  NHS  staff  implements  policies  of  the 
board  of  directors,  providing  neighborhood  residents  with  the  following  ser- 
vices: financial  counseling,  referrals  to  financial,  institutions  for  mortgage 
and  home  improvement  loans,  rehabilitation  counseling  and  construction 
monitoring,  and  access  to  the  NHS  administered  revolving  loan  fund  established 
to  meet  the  needs  of  unbankable  NHS  clients  and  to  stimulate  improvements 
which  will  promote  neighborhood  confidence.  NHS  programs  coordinate  their 
work  with  local  government  housing  inspections  which  are  aimed  at  achieving 
voluntary  compliance  with  generally  accepted  health  and  safety  standards. 

Each  NHS  concentrates  on  improving  the  quality  of  life  for  neighborhood 
residents.  They  are  not  merely  lending  programs.  NHSs  secure  public  and  pri- 
vate resources  for  capital  improvements  and  improving  vacant  dwelling  units, 
commercial  and  multi-family  structures,  etc.  The  board  of  directors  con- 
tinuously evaluates  NHS  progress  toward  stabilizing  the  neighborhoods  and  may 
add  new  program  components  or  expand  services  to  additional  areas. 

The  role  of  the  Neighborhood  Reinvestment  Corporation  in  relation  to  NHSs 
is  to  develop  the  partnerships  which  form  their  heart,  and  to  provide  train- 
ing, technical  services,  and  assistance  in  implementing  revitalization 
mechanisms  and  strategies. 

Neighborhood  Housing  Services  programs  are  now  serving  182  neighborhoods 
in  132  cities  throughout  the  United  States.  Development  is  underway  on  ten 
neighborhood  programs  in  additional  cities,  and  existing  NHS  programs  are 
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being  given  assistance  in  expanding  to  a  further  ten  neighborhoods.  We  are 
particularly  encouraged  that  in  two  dozen  of  these  182  neighborhoods,  the  NHS' 
primary  goals  have  been  accomplished  and  work  is  underway  to  establish  ways  of 
providing  residual  services  which  will  help  keep  these  neighborhoods  up  to  a 
good  standard  of  continuing  maintenance,  and  to  move  the  main  thrust  of  the 
program  into  additional  (usually  more  difficult)  neighborhoods. 

As  a  result  of  Neighborhood  Reinvestment's  research  and  development  ef- 
forts, which  begin  with  the  identification  of  promising  Neighborhood  Preserva- 
tion Projects,  over  40  neighborhood  preservation  mechanisms  and  strategies 
have  been  instituted  in  communities  throughout  the  United  States.  An  addi- 
tional 30  such  complementary  programs  are  in  development.  Three  types  of  com- 
plementary programs  are  particularly  worthy  of  note:  the  Apartment  Improve- 
ment Program,  the  Owner-Built  Housing  progran  and  the  Mutual  Housing  Associa- 
tion demonstration. 

APARTMENT  IMPROVEMENT  PROGRAM 

The  Apartment  Improvement  Program  is  based  upon  a  partnership  of  property 
owners  and  managers,  tenants,  financial  institutions,  and  the  city.  The  ob- 
jectives of  each  AIP  are  to  revitalize  neighborhoods  for  the  benefit  of  cur- 
rent residents  with  particular  emphasis  on  privately-owned  apartment  build- 
ings. Through  the  use  of  a  computerized  Real  Estate  Investment  Analysis  Model 
a  financial  analysis  of  the  current  and  projected  operations  of  each  selected 
building  is  studied.   An  individually  tailored  improvement  plan  is  developed 
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for  each  building,  including  such  activities  as  tenant  participation,  contem- 
porary tax  assessment  reviews,  repair  and  modernization,  and  increased  invest- 
ment or  restructured  mortgages  to  improve  the  economic  viability  of  the  build- 
ings and  to  finance  improvements..  Developed  in  Yonkers,  New  York,  the  Apart- 
ment Improvement  Program  in  its  first  36  months  was  able  to  "turn  around"  six- 
ty-five apartment  buildings  containing  3,500  units.  The  Apartment  Improvement 
Program  is  now  operating  in  11  communities  and  additional  programs  are  in 
development  in  eight  communities.  After  having  been  considerably  slowed 
during  the  past  two  years  because  of  high  interest  rates,  the  Apartment  Im- 
provement Program  is  developing  increased  momentum  with  many  rehabilitation 
packages  becoming   feasible  at  today's  rates. 

In  FY  1982,  AIP  programs  secured  financing  for  1,843  units  totaling 
$15,400,000.  In  the  first  three  months  of  FY  1983,  financing  commitments  to- 
t^l  $17,000,000  for   1,473  units. 

OWNER   BUILT   HOUSING 

The  Owner  Built  Housing  program  addresses  the  need  for  affordable,  quality 
housing  for  moderate  income  families.  Based  on  a  rural  self-help  model,  this 
new  program  enlarges  horaeownership  opportunity  in  NHS  neighborhoods  by  en- 
abling families  collectively  to  build  their  own  homes,  with  supervision,  coor- 
dination, and  technical  assistance  provided  by  the  NHS.  The  initial  demon- 
stration project  in  the  NHS  neighborhood  in  Oakland,  California  was  developed 
in  1980.  It  consisted  of  14  families  who  invested  40  hours  of  work  per  week 
per  family  for  a  period  of  nearly  a  year.  This  investment  of  energy  has  en- 
abled each  family  to  take  title  to  a  conventionally-financed  home  with  an  es- 
timated market  value  of  over  $85,000  by  assuming  a  $43,000  mortgage. 
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The  completion  of  ten  units  of  Owner  Built  Housing  in  Hartford,  Connecti- 
cut this  month  demonstrated  that  this  construction  method  is  feasible  for  two 
story  homes  constructed  with  basements,  and  that  with  careful  timing  the  ac- 
tivity can  be  carried  out  in  climatic  zones  subject  to  severe  winter  weather. 
Encouraged  by  this,  we  have  undertaken  an  Owner  Built  development  in  Anchorge, 
Alaska  among  five  programs  to  get  underway  during  Fiscal  Year  1983. 

MUTUAL  HOUSING  ASSOCIATION 

In  the  Housing  Act  of  1980,  we  were  encouraged  to  undertake  a  national 
demonstration  of  Mutual  Housing  Associations.  Although  no  additional  funding 
was  provided  for  this,  we  have  been  able  to  do  the  initial  organizational  work 
for  a  Mutual  Housing  Association  in  Baltimore,  Maryland,  and  are  in  discussion 
with  several  communities  regarding  additional  demonstration  sites.  Based  upon 
a  highly  effective  Western  European  model,  the  Mutual  Housing  Association  dem- 
onstration is  designed  to  create  prototypes  of  publicly  accountable,  compe- 
tent, private  nonprofit  organizations  committed  to  continued  annual  production 
of  new  and  rehabilitated  housing  at  costs  affordable  to  families  and  indi- 
viduals of  below-median  income  typical  of  NHS  neighborhoods. 

The  Mutual  Housing  Association  does  not  provide  ownership  —  it  is  not  a 
condominium  or  co-op  —  it  is  "a  step-up  from  rental."  It  provides  occupants 
with  a  voice  in  management,  the  opportunity  for  lifetime  occupancy,  and  the 
potential  for  occupancy  by  future  generations.  They  pay  a  share  of  the  cost 
through  a  one-time  membership  fee  (which  earns  nominal  interest  and  is  return- 
able) ,  but  have  no  equity  interest. 

The  Mutual  Housing  Association  demonstration  also  includes  a  model  system 
of  financing.  It  is  designed  to  test  a  flexible,  nonbureaucratic ,  cost- 
effective  way  for  the  production,  maintenance  and  management  of  housing  for 
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lower  income  families.  The  financing  mechanism  is  based  on  a  front-end  capi- 
tal grant  and  membership  fees  combined  with  a  small  conventional  mortgage. 
The  rent  calculation  for  each  complex  of  homes  includes  a  mutual  capital 
charge  which  provides  a  source  of  capital  for  future  development  and  provision 
for  major  replacement  and  modernization  needs.  Since  the  ownership  vests  in 
the  association  rather  than  the  occupants,  refinancing  provides  a  further 
source  of  self-generated  capital  to  the  association. 

The  advantages  of  the  capital  grant  system  include:  1)  flexibility  (as 
interest  rates  change,  the  proportion  of  grant  to  mortgage  changes  to  maintain 
a  given  rent  level);  2)  a  one-time  direct  subsidy  that  is  certain  and  does 
not  inflate;  and  3)  a  congruency  of  goals  of  developer,  consumer  and  grantor. 

The  advantages  of  the  tenure  and  governance  system  include  neighborhood 
input  into  the  level  of  maintenance,  a  balance  between  occupant  interest  and 
community  interest  in  management  decisions  and,  perhaps  most  important,  a  con- 
gruence of  interest  between  "landlord"  and  "tenant"  (the  lack  of  this  con- 
gruence has  been  perhaps  the  most  glaring  failure  in  America's  past  assisted 
housing  efforts) . 

The  organizational  development  in  Baltimore  has  gone  splendidly.  The  NHS 
partnership  provided  initial  leadership  which  has  since  been  supplemented  by  a 
committed  group  of  Mutual  Housing  Association  members  waiting  to  occupy  units 
which  have  been  planned.  The  Association  has  incorporated  as  a  Maryland  non- 
profit corporation,  and  has  elected  a  25-meraber  governing  Board  representing  a 
carefully  balanced  partnership.  The  Board  consists  of  nine  resident  members, 
four  waiting  members  (pre-residents  waiting  to  move  into  mutual  homes),  four 
neighborhood  representatives,  two  city-wide  at-large  community  representatives 
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with  housing  interests,  four  financial  community  and  business  representatives 
and  two  City  government  representatives. 

We  undertook  to  raise  the  funding  for  the  Baltimore  capital  grants  from 
foundations,  and  have  encountered  very  slow  going  on  this.  I  have  been  rais- 
ing money  from  foundations  for  the  past  25  years  and  I  have  never  seen  them 
stretched  as  thin  as  they  are  today,  attempting  to  meet  social  needs.  The 
concept  of  Mutual  Housing  is  interesting  to  them  and  many  have  said  they  would 
be  willing  to  participate  in  funding  in  a  demonstration  in  their  own  communi- 
ty, but  only  a  very  few  have  expressed  interest  in  the  Baltimore  pilot.  We 
are  handicapped  in  this  as  compared  to  attracting  private  funds  to  Neighbor- 
hood Housing  Services  and  complementary  programs,  since  we  are  unable  to  pro- 
vide a  challenge  grant  or  match  to  local  funding. 

In  any  case,  the  Baltimore  Mutual  Housing  Association  is  planning  to  begin 
work  on  the  first  16  units  this  spring  with  the  assistance  of  the  City  of 
Baltimore,  the  State  of  Maryland,  two  or  three  foundations  and  corporations, 
and  Neighborhood  Reinvestment.  Our  ability  to  begin  one  or  more  additional 
demonstrations  and  the  ability  of  the  Mutual  Housing  Association  of  Baltimore 
to  build  out  the  planned  120  units  in  Baltimore  depends  upon  the  availability 
of  governmental  and  foundation  resources. 

PRIVATE  SECTOR  FUNDING 


Fund  raising  has  been  a  significant  challenge  for  NHS  programs  during  the 
past  year.  It  is  a  challenge  which  has  been  met,  however,  and  NHS  programs 
have  remained  strong  and  viable  organizations  during  very  difficult  economic 
conditions.  We  have  undertaken  to  assist  NHSs  in  several  ways  in  meeting  €he 
critical  fund  raising  needs.  We  have  provided  grants  to  Neighborhood  Housing 
Services  of  America  for  the  following  kinds  of  financial  development  work: 
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1.  Local  fund  raising  assessments  to  determine  the  potential  for  NHS  fund 
raising  and  as  preliminary  information  necessary  to  design  effective  fund 
raising  approaches  and   training. 

2.  Fund  raising  training  seminars  for  NHS  and  Neighborhood  Reinvestment 
staff. 

3.  Fund  raising  counseling  to  NHS  programs  toward  individual  fund  raising 
goals. 

4.  Hands-on  management  of  local,  regional  and  state-wide  NHS  fund  raising 
campaigns. 

5.  Application  to  The  Advertising  Council,  Inc.  for  a  business  press  cam- 
paign to   familiarize  corporate  America  with  NHS. 

6.  Securing  below-market  social  investment  commitments  to  purchase  NHSA 
Notes  for  the   NHS  secondary  market. 

7.  Preparation  for  a  corporate  campaign  to  raise  the  contribution  dollars 
which  will  be  needed  to  fund  the  difference  between  the  interest  rate  on  MHS 
loans  and  the  below-market  social  investment  rate  on  the  NHSA  Notes  for  the 
NHS  secondary  market,  plus  funds  to  continue  the  local  NHS  fund  raising 
assistance. 

With  the  aid  of  the  training  and  materials  provided  by  NHSA,  Neighborhood 
Reinvestment's  staff  has  been  successful  in  counseling  many  NHS  programs  in 
expanding  their  base  of  operating  budget  support  to  include  more  corporate 
contributors  and  to  offset  reduced  thrift  institution  support.  In  addition  to 
this,  NHSA  has  provided  direct  assistance  to  a  number  of  NHS  programs  by  man- 
aging   fund    raising   campaigns   to    support   the    local    operating    budgets   and    has 
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achieved  successful  results.  (Over  400  corporations  are  now  supporting  NHS 
operating  budgets.)  Considerable  progress  has  been  made  in  the  development  of 
NHSA's  capacity  to  keep  pace  with  NHS  secondary  market  needs  with  a  primary 
reliance  on  private,   rather  than   Neighborhood   Reinvestment,   resources. 

Successful  application  to  The  Advertising  Council,  Inc.  for  a  national 
public  service  advertising  campaign  promises  to  create  a  climate  for  continu- 
ing achievement  of  NHS  private  sector  support  goals  in  Fiscal  Year  1983  and 
beyond . 
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UNITED  STATES  GENERAL  ACCOUNTING  OFFICE 
Washington,  D.C.   20548 

FOR  RELEASE  ON 
WEDNESDAY,  MARCH  9,  1983 

STATEMENT  FOR  THE  RECORD  BY 

J.  DEXTER  PEACH,  DIRECTOR 

RESOURCES,  COMMUNITY,  AND  ECONOMIC  DEVELOPMENT  DIVISION 

BEFORE  THE 

SENATE  SUBCOMMITTEE  ON  HOUSING  AND  URBAN  AFFAIRS 

COMMITTEE  ON  BANKING,  HOUSING  AND  URBAN  AFFAIRS 

ON 

GENERAL  ACCOUNTING  OFFICE  VIEWS  ON  STATES'  EARLY 

IMPLEMENTATION  OF  THE  SMALL  CITIES  COMMUNITY 

DEVELOPMENT  BLOCK  GRANT  PROGRAM 

This  statement  is  being  provided  to  assist  the  Subconunittee 
as  it  considers  reauthorization  of  the  Community  Development 
Block  Grant  Program.   It  addresses  preliminary  results  of  work 
performed  on  the  progress  seven  States  have  made  in  implementing 
the  Small  Cities  Program  as  authorized  by  the  Omnibus  Budget 
Reconciliation  Act  of  1981. 

The  1981  act  made  changes  to  the  Small  Cities  Program  that 
not  only  authorized  a  State-administered  program  but  allowed  a 
great  deal  of  flexibility  to  the  States  in  designing  their  pro- 
gram and  method(s)  for  distributing  the  funds  to  meet  local 
community  development  needs.   The  act  emphasizes  public  partici- 
pation to  enhance  public  accountability  and  facilitate  input 
•from  different  levels  of  government. 

The  States  we  visited  are  making  good  progress  in  taking 
over  the  administration  of  the  Small  Cities  Program  and  their 
actions  to  date  are  consistent  with  the  1981  changes.   For 
example,  our  work  showed 
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-states  used  a  variety  of  methods  to  obtain  input  into  the 
design  of  their  Small  Cities  Program  and  to  meet  their 
public  participation  certifications  to  the  Department  of 
Housing  and  Urban  Development  (HUD).   Also,  citizen  input 
played  an  important  role  in  determining  local  community 
development  needs. 

—States  used  different  methods  for  distributing  funds  and 
selecting  grantees — eligible  small  cities  and  counties — 
but  did  so  primarily  on  a  competitive  basis  and  in 
accordance  with  their  statement  of  objectives  provided  to 
HUD  and  the  criteria  established  for  that  purpose. 

—States  funded  activities  in  1982  that  reflected  their 
objectives  and/or  priorities.   Most  State-administered 
programs  we  reviewed  differed  from  the  previous  HUD- 
administered  program  in  that  the  amount  of  housing  reha- 
bilitation funded  decreased  and  either  public  facilities 
or  economic  development  activities  increased.   The  per- 
cent of  low-  and  moderate-income  persons  reported  to  be 
benefiting  from  the  State-administered  program  also  was 
less  in  six  of  seven  States. 

—Grantees  and  unsuccessful  applicants  generally  viewed  the 
State-administered  programs  favorably.  When  asked  to 
compare  the  State  program's  award  process,  ability  to 
meet  local  needs,  flexibility  in  determining  population 
groups  to  serve,  and  assistance  to  local  communities  with 
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the  past  HUD  program,  both  grantees  and  unsuccessful 
applicants  rated  the  State  program  as  being  equivalent  or 
better. 
SMALL  CITIES — SCOPE  OF  WORK  PERFORMED 

We  performed  our  work  in  seven  States:   Alabama,  Delaware, 
Iowa,  Kentucky,  Massachusetts,  Michigan,  and  Utah.   These  seven 
States  were  selected  primarily  based  on  the  progress  they  had 
made  in  implementing  the  Small  Cities  Program  and  to  obtain  geo- 
graphic balance.   When  we  conducted  our  field  work — December  1, 
1982,  through  January  15,  1983 — most  States  were  in  the  early 
stages  of  implementing  the  Small  Cities  Program,   while  essen- 
tially all  had  selected  their  1982  recipients,  all  but  one  had 
not  started  monitoring  and  some  were  just  completing  the  grant 
agreements  with  the  local  communities.   Accordingly,  our  work 
was  directed  toward  reviewing  the  State  decisionmaking  process 
through  the  selection  of  recipients. 

We  also  sent  questionnaires  to  a  statistical  sample  of  209 
of  449  successful  (grantees)  and  245  of  1,150  unsuccessful 
applicants  in  the  States  to  obtain  perceptions  from  the  local 
communities  on  the  State-administered  program.   Our  samples 
enabled  us  to  make  estimates  at  the  95  percent  confidence  level 
projectable  to  the  population  universes.   An  attachment  to  this 
statement  provides  a  summary  of  the  more  significant  question- 
naire responses  on  (1)  communication  between  States  and  local 
communities,  (2)  local  community  planning,  (3)  the  State  grant 
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award  process,  and  (4)  a  comparison  of  the  HUD-  and  State- 
administered  programs. 

STATE  COMPLIED  WITH  PUBLIC 
PARTICIPATION  REQUIREMENTS 

We  found  that  the  seven  States  reviewed  complied  with  the 

public  participation  requirements  contained  in  Title  III  of  the 

Omnibus  Budget  Reconciliation  Act  of  1981.   The  act  requires 

each  State  to  certify,  among  other  things,  that  it: 

(1)  furnished  citizens  information  about  the  amount  of 
funds  available  for  proposed  community  development  and 
housing  activities,  and  the  range  of  activities  that 
may  be  undertaken; 

(2)  allowed  affected  citizens  or,  as  appropriate,  units  of 
local  government,  the  opportunity  to  examine  and  com- 
ment on  proposed  statements  of  community  development 
objectives  and  projected  use  of  funds,  including  how 
the  State  will  distribute  funds  to  local  government 
units; 

(3)  held  at  least  one  public  hearing  to  obtain  the  views 
of  citizens  on  community  development  and  housing 
needs;  and 

(4)  made  the  final  statement  available  to  the  public. 
The  States  used  a  variety  of  methods  to  comply  with  the 

public  participation  certification.   A  common  method  used  to 
distribute  program  information  and  to  solicit  comments  from 
interested  parties  was  the  mail.   To  help  assure  that  program 
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information  was  widely  disseminated  and  that  citizens  were  made 
aware  of  their  opportunity  to  comment  on  the  State's  proposed 
program,  some  States  also  had  regional  planning  agencies 
distribute  program  information.   Some  States  also  periodically 
published  and  distributed  newsletters  throughout  the  State  to 
provide  current  information  about  the  program  and  its  design. 
Direct  contacts  by  State  officials,  newspapers  and  radio  were 
also  used  to  inform  the  public  about  the  program. 

Also,  all  States  held  at  least  one  public  hearing  to  obtain 
views  and  comments  on  the  program.   Some  States  held  more. 
Utah,  for  example,  held  12  such  meetings,  Michigan  6,  and  Iowa 
5.   Alabama,  Delaware,  Kentucky,  Massachusetts,  and  Michigan 
also  held  workshops  to  explain  the  State  program  to  interested 
parties. 

In  response  to  our  questionnaires,  77  percent  of  the  grant- 
ees and  57  percent  of  the  unsuccessful  applicants  told  us  that 
the  State  asked  for  their  suggestions  on  how  to  formulate  and 
carry  out  the  Small  Cities  Program.   Sixty-five  percent  of  the 
grantees  and  52  percent  of  the  unsuccessful  applicants  who  said 
they  were  asked  to  provide  suggestions  did  so.   Sixty-nine  per- 
cent of  the  grantees  and  64  percent  of  the  unsuccessful  appli- 
cants said  that  the  communication  that  took  place  between  the 
State  and  the  local  community  prior  to  implementing  the  Small 
Cities  Program  was  adequate. 
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citizen  input  also  played  an  important  role  in  determining 
local  community  development  needs.   Almost  all  grantees  in  the 
seven  States  utilized  individuals  and  groups  that  were  not  part 
of  the  local  government  to  help  identify  community  development 
needs.   Also,  80  percent  of  the  grantees  conducted  a  formal 
needs  assessment  prior  to  submitting  their  applications  for 
Small  City  Program  funds. 

For  example,  eighty-eight  percent  of  the  successful  appli- 
cants said  that  they  used  input  from  participants  that  were  not 
part  of  the  community  government  in  developing  plans  for  carry- 
ing out  projects  and  activities  under  the  Small  Cities  Program. 
Forty-one  percent  of  the  grantees  said  that  individual  citizens 
participated  in  the  determination  of  its  community  development 
needs,  and  27  percent  also  cited  citizen  groups'  involvement. 
Others  cited  frequently  as  helping  to  determine  local  needs  were 
consultants  or  contractors  (42  percent),  council  of  governments 
(39  percent),  regional  advisory  councils  (25  percent),  and 
county  officials  (23  percent).   Fifty-six  percent  of  the 
grantees  stated  that  input  into  the  local  decisionmaking  process 
from  these  citizens  and  groups  was  obtained  through  public 
hearings;  61  percent  also  said  input  was  obtained  through 
meetings  open  to  the  public. 

Eighty  percent  of  the  grantees  also  said  that  in  order  to 
help  identify  local  community  development  needs  they  conducted  a 
formal  assessment  of  such  needs  prior  to  submitting  their  grant 
applications  to  the  State  for  funding.   Fifty-six  percent  of  the 
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grantees  said  that  the  community  government  conducted  the  needs 
assessment,  29  percent  said  that  it  was  performed  by  a  consult- 
ant or  contractor,  and  8  percent  cited  the  county  government. 

STATES  ADHERED  TO  THEIR  FUNDING 
OBJECTIVES  AND  SELECTION  CRITERIA 

Our  review  of  a  statistical  sample  of  the  successful  and 

unsuccessful  applicants  for  Small  Cities  Program  funds  showed 

that  all  seven  States  selected  projects  for  funding  that  were  in 

accordance  with  the  statements  of  objectives  and  proposed  use  of 

funds  they  provided  HUD.   We  also  found  that  all  seven  States 

generally  followed  their  established  selection  criteria.   State 

methods  for  distributing  funds  varied  and  the  States  developed  a 

number  of  different  approaches  to  select  specific  projects  for 

funding,  most  of  which  were  on  a  competitive  basis. 

For  example,  we  found  that  five  of  the  seven  States,  in 

accordance  with  the  program  design  they  provided  HUD,  divided 

Small  Cities  Program  funds  among  various  funding  categories 

prior  to  determining  specific  projects  to  be  funded  as  follows. 

— Two  States  (Kentucky  and  Michigan)  distributed  their 

funds  to  reflect  their  priorities  for  funding  specific 

type  projects.   Project  areas  emphasized  were  economic 

development,  housing  rehabilitation  and  public  works. 

— Utah  allocated  its  funds  among  seven  planning  districts 

and  distributed  an  equal  amount  to  each  district  plus  an 

additional  amount  per  each  individual  in  the  district. 

— Iowa  allocated  35  percent  of  its  funds  to  smaller 

cities  and  65  percent  of  its  funds  to  larger  cities. 
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— Alabama  established  categories  for  specific  project  fund- 
ing, and  also  provided  separate  allotments  for  counties, 
larger  cities,  and  smaller  cities. 

Four  of  the  seven  States — Delaware,  Iowa,  Massachusetts, 
and  Utah — used  a  competitive  selection  process  to  determine  the 
individual  projects  to  be  funded.   Basically,  all  utilized  a 
panel  to  rank  and  select  the  applications  to  be  funded.   The 
remaining  three  States — Alabama,  Kentucky,  and  Michigan — 
determined  projects  to  be  funded  through  both  a  competitive  and 
noncompetitive  process  depending  on  the  project  type.   Kentucky, 
for  example,  used  a  competitive  ranking  system  to  select  appli- 
cations for  housing  and  public  facility  projects.   It  used  a 
noncompetitive  process  for  economic  development  projects  in  that 
State  staff  and  a  panel  of  economic  development  experts  reviewed 
the  applications  to  determine  if  they  met  established  criteria. 

COMPARISON  BETWEEN  HUD  AND 
STATE-FUNDED  ACTIVITIES 
AND  POPULATION  TARGETED 

All  seven  States  funded  activities  in  1982  that  reflected 
their  objectives  and/or  priorities.   In  five  of  the  seven 
States,  the  State-administered  program  differed  from  the  previ- 
ous HUD-administered  program  in  that  the  amount  of  housing  reha- 
bilitation funded  decreased.   As  a  percentage  of  the  total  funds 
awarded,  the  decreases  ranged  from  15  percent  in  Utah  to  33  per- 
cent in  Iowa.   In  three  of  the  five  States  (Alabama,  Iowa,  and 
Utah)  there  was  a  shift  from  housing  rehabilitation  to  public 
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facilities.   In  the  other  two  States  (Kentucky  and  Michigan) 
there  was  a  shift  from  housing  rehabilitation  to  economic 
development. 

In  six  of  the  seven  States  the  program  administered  by  HUD 
and  the  State  also  differed  in  that  under  the  State  program  the 
percent  of  low-  and  moderate- income  persons  reported  as  being 
targeted  for  benefits  was  less.   For  example, 

— Massachusetts  went  down  6  percent  (from  90  to  84). 

--Utah  went  down  12  percent  (from  71  to  59). 

— Alabama  went  down  13  percent  (from  95  to  82). 

— Kentucky  went  down  13  percent  (from  85  to  72). 

— Iowa  went  down  15  percent  (from  91  to  76). 

— Michigan  went  down  19  percent  (from  91  to  72). 
In  Delaware  the  percent  of  low-  and  moderate-income  persons 
reported  as  being  targeted  under  the  State  program  went  up  1 
percent  from  94  to  95. 

The  decreases  are  not  unexpected  given  the  shift  in  funding 
from  housing  activities  which  can  be  more  easily  targeted  to 
specific  groups  and/or  individuals  than  economic  development  or 
public  facilities  projects  that  benefit  a  particular  geographic 
area. 

In  two  of  the  States  the  low^r  income  benefit  data  reported 
on  some  projects  were  minimum  numbers.  For  example,  in  Kentucky 
some  of  the  grantees  requesting  funds  for  economic  development 
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projects  stated  only  that  at  least  51  percent  of  those  benefit- 
ing would  be  low-  and  moderate-income  persons.   Also,  in  two 
other  States  data  on  benefits  to  low-  and  moderate-income 
persons  was  not  provided  or  was  incomplete;  therefore  we  could 
not  include  it  in  our  overall  computations  for  the  State.   In 
Michigan  out  of  88  grantee  applications,  such  data  was  not  pro- 
vided on  19  applications.   In  Utah  data  was  not  provided  on  8 
and  was  incomplete  on  26  others. 

It  should  also  be  noted  that  the  data  used  to  compare  the 
State  and  HUD  programs  was  taken  from  grantee's  applications  on 
how  cities  planned  to  spend  their  block  grant  funds  rather  than 
how  they  actually  spent  the  money.   While  reporting  requirements 
had  yet  to  be  finalized  in  the  States  we  visited,  most  antici- 
pate including  actual  benefit  data.   We  believe  actual  benefit 
data,  to  the  extent  possible,  should  be  used  in  measuring  bene- 
fits to  lower  income  persons  from  block  grant  assistance.   We 
addressed  this  issue  recently  in  our  report  "HUD  Needs  To  Better 
Determine  Extent  Of  Community  Block  Grants'  Lower  Income  Bene- 
fits" issued  November  3,  1982,  and  in  our  testimony  before  the 
House  Subcommittee  on  Housing  and  Community  Development  on 
December  7,  1982. 

VIEWS  OF  GRANTEES  AND 
UNSUCCESSFUL  APPLICANTS 

Grantees  and  unsuccessful  applicants  in  the  seven  States' we 

visited  generally  viewed  the  State-administered  Small  Cities 

Program  favorably.   For  example. 
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— A  majority  of  both  grantees  (85  percent)  and  unsuccessful 
applicants  (52  percent)  familiar  with  the  State's  method 
used  to  select  grantees,  labeled  the  process  as  fair. 
-  — Ninty-one  percent  of  the  grantees  and  66  percent  of  the 
unsuccessful  applicants  believed  that  the  projects  and 
activities  encouraged  by  their  State  program  were  ade- 
quate or  more  than  adequate  to  address  the  development 
needs  of  their  communities. 
. — Of  the  grantees  and  unsuccessful  applicants  (66  percent 
and  44  percent  respectively)  receiving  application 
assistance  from  States,  most  rated  the  assistance  as 
helpful  or  better. 
Sixty  percent  of  the  grantees  and  61  percent  of  the  unsuc- 
cessful applicants  said  they  had  participated  in  the  HUD  Small 
Cities  Program.   When  asked  to  compare  specific  aspects  of  the 
State  program  with  the  past  HUD  program  these  applicants  gener- 
ally rated  the  State  program  as  being  equivalent  or  better.   For 
example, 

— Sixty-six  percent  of  the  grantees  and  56  percent  of  the 
unsuccessful  applicants  said  State  application  procedures 
were  less  or  much  less  burdensome  than  HUD's. 
— Seventy-nine  percent  of  the  grantees  and  78  percent  of 
the  unsuccessful  applicants  said  the  State  program 
allowed  the  same  or  wider  variety  of  projects  and  activi- 
ties than  could  be  funded  under  the  HUD  program. 
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— Ninty  percent  of  the  grantees  and  83  percent  of  the 
unsuccessful  applicants  said  the  State  program  allowed 
communities  equal  or  more  flexibility  than  HUD's  program 
.^  .   in  determining  population  groups  to  serve. 

— Eighty-five  percent  of  the  grantees  and  82  percent  of  the 
unsuccessful  applicants  said  that  the  emphasis  or  order 
of  the  State's  priorities  is  equal  to  or  more  consistent 
with  the  community's  priority  of  development  needs  than 
under  the  HUD-administered  program. 

— Eighty-four  percent  of  the  grantees  and  71  percent  of  the 
unsuccessful  applicants  said  that  the  State  method  for 
granting  awards  was  equal  to  or  fairer  than  the  method 
used  by  HUD. 

— Seventy-eight  percent  of  the  grantees  said  that  the 
State's  technical  assistance  was  equally  as  helpful  or 
more  helpful  than  the  technical  assistance  provided  by 
HUD. 

*  *         *  * 

In  summary,  all  of  the  seven  States  we  visited  solicited 
and  obtained  comments  from  citizens,  local  governments,  and 
other  affected  parties  in  designing  their  Small  Cities  Program, 
and  complied  with  the  public  participation  certifications  they 
made  to  HUD.   All  seven  generally  adhered  to  their  funding 
distribution  objectives  and  selection  criteria.   Most  State- 
administered  programs  differed  from  the  previous  HUD- 
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administered  program  in  that  the  amount  of  housing  rehabilita- 
tion funded  decreased  and  either  public  facilities  or  economic 
development  activities  increased.   The  percent  of  low-  and 
moderate-income  persons  reported  to  benefit  from  the  State- 
administered  program  also  was  less  in  six  of  seven  States.   Both 
grantees  and  unsuccessful  applicants  generally  viewed  the  seven 
State-administered  programs  favorably,  stating,  among  other 
things,  that  the  selection  process,  the  ability  to  meet  local 
needs,  the  flexibility  in  determining  population  groups  to 
serve,  and  the  assistance  to  local  communities  were  equivalent 
or  better  than  the  HUD-administered  program. 
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ATTACHMENT  I  ATTACHMENT  I 

GRANTEES  AND  UNSUCCESSFUL 

APPLICANTS  VIEWS  ON  STATE  PROGRAM 

We  sent  questionnaires  to  a  statistical  sample  of  both  the 
successful  (grantees)  and  unsuccessful  applicant  universes  in 
each  of  the  seven  States  we  visited  to  obtain  perceptions  from 
the  local  communities  on  the  State-administered  program.   Our 
samples  enable  us  to  make  estimates  at  the  95  percent  confidence 
level  projectable  to  the  population  universes.   The  results 
presented  below  represent  responses  weighted  to  reflect  the 
responses  of  the  population  sampled.   The  range  of  response 
rates  in  the  seven  States  for  the  successful  applicants  was  from 
76  to  100  percent.   The  range  of  response  rates  in  the  seven 
States  for  the  unsuccessful  applicants  was  from  62  to  100 
percent.   The  aggregate  response  rate  for  the  successful  and 
unsuccessful  applicants  was  90  and  84  percent  respectively. 

The  successful  applicant  questionnaire  was  designed  to 
obtain  information  on  the  local  community's  input  into  the  State 
decisionmaking  process  in  designing  its  program,  the  way  in 
which  the  community  planned  for,  applied  for,  and  is  using  the 
funding  it  received,  and  the  community  government's  views  on  the 
way  in  which  the  State  conducted  the  program  compared  with  the 
past  HUD-administered  program.   We  asked  that  the  views 
expressed  be  those  of  the  highest  level  government  official 
familiar  with  the  community's  experience  under  the  program. 

The  unsuccessful  applicant  questionnaire  was  also  designed 
to  obtain  information  on  the  local  community's  input  into  the 
State's  decisionmaking  process  in  designing  its  program,  the  way 
in  which  the  community  applied  for  funds,  and  the  community 
government's  views  on  the  way  in  which  the  State  conducted  the 
program  compared  to  the  past  HUD-administered  program.   We  also 
asked  unsuccessful  applicants  questions  concerning  the  State's 
decision  not  to  fund  their  projects.   As  in  the  successful 
applicant  questionnaire,  we  asked  the  views  expressed  be  those 
of  the  highest  level  government  official  familiar  with  the 
community's  experience  under  the  program. 
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ATTACHMENT  I 


ATTACHMENT  I 


I.   COMMUNICATION  BETWEEN  STATE 
AND  LOCAL  COMMUNITIES 


Unsuccessful 
Grantee    applicant 
percent     percent 


State  informed  community  of 
intention  to  have  small  cities 
program 

Yes 

No 


97 
3 


Method  by  which  State 

provided  information 

(Respondents  could  check  more  than  one  item) 


Meetings 
Mailing 
■»    .Individual  communications 
Other 

State  requested  community's 
suggestions  on  how  to  formulate 
the  program 

Yes 
No 

State  requested  community's 
suggestions  on  program  regulations 

Yes 
No 

Adequacy  of  communication  between 
the  State  and  community  prior  to 
implementing  the  program  1/ 

Much  more  communication  than 

adequate 
More  communication  than 

adequate 
About  an  adequate  amount  of 

communication  "* 

Less  communication  than 

adequate 
Much  less  communication  than 

adequate 


77 
23 


78 
22 


92 
8 


75 

70 

89 

79 

35 

25 

22 

13 

57 
43 


63 
37 


5 

1 

14 

8 

69 

64 

7 

14 

1 

4 

1/In  the  following  cases  where  the  responses  do  not  add  up  to 
~  100  percent  the  respondents  said  they  had  no  basis  to  judge. 
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ATTACHMENT  I 


ATTACHMENT  I 


II.   COMMUNITY  PLANNING 


Grantee 
percent 


Personnel  outside  the  local  government 
participating  in  community  development 
planning 


Yes 

No 


88 
12 


Personnel  outside  the  local  government 

who  participated  in  community  development 

planning 

(Respondents  could  check  more  than  one  item) 


Individual  citizens  41% 
Consultants  or  contractors  42% 
Regional  advisory  council  25% 
Associations  6% 


Citizen  groups  27% 

County  officials  23% 

Council  of  governments  39% 

Other  parties  15% 


Means  by  which  citizens  participated 
in  local  decisionmaking  process 
(Respondents  could  check  more  than  one  item) 


Individual  visits,  telephone 
calls  or  letters  to  community 
government  officials 

Meetings  open  to  the  public 

Public  hearings  held  by  the 
community's  government 

A  formal  program  of  submitting 
proposals  for  suggested 
projects  and  activities 

Other 

Formal  community  needs  assessment 
conducted  prior  to  application 

Yes 
No 


39 
61 

56 


9 
11 


80 
20 


Party  that  conducted  needs  assessment 
(Respondents  could  check  more  than  one  item) 


Community  government 
Consultant  or  contractor 
County  government 
Other 


56 

29 

8 

26 


19-999  0—83 4 
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ATTACHMENT  I 


ATTACHMENT  I 


III.   STATE  PROGRAM'S  ASSISTANCE, 
AWARD  PROCESS,  AND  ABILITY 
TO  MEET  LOCAL  COMMUNITY 
DEVELOPMENT  NEEDS 


Unsuccessful 
Grantee   applicant 
percent     percent 


Applicants  receiving  State 
assistance  in  preparing  applicat 


Yes 
No 

Helpfulness  of  State  assistance 
in  preparing  application 

Very  great  help 
Great  help 
Moderate  help 
Some  help 
Little  or  no  help 

Familiar  with  State's 
award  process  "1/ 

Very  familiar 

Familiar 

Unfamiliar 

Responses  on  fairness  of  the 
award  process  from  those  familiar 
with  the  process 

Very  fair 

Fair 

Neither  fair/unfair 

Unfair 

Very  unfair 

Adequacy  of  State  program 
to  meet  local  needs 

Much  more  than  adequate 

More  than  adequate 

Adequate 

Less  than  adequate 

Much  less  than  adequate 


66 
34 


27 
46 
15 
11 
1 


44 
56 


17 
30 
27 
19 
7 


36 

15 

55 

59 

10 

26 

30 

9 

55 

44 

10 

23 

5 

21 

_ 

4 

9 

4 

25 

12 

58 

50 

5 

24 

1 

3 

2/Percentages  of  respondents  will  sometimes  total  more  or  less 
than  100  percent  due  to  rounding. 
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ATTACHMENT  I 


ATTACHMENT  I 


IV.  APPLICANTS'  COMPARISON  OF 
STATE  PROGRAM  WITH  FORMER 
HUD  PROGRAM  3/ 


Unsuccessful 
Grantee    applicant 
percent     percent 


Percent  that  participated  in 
hud's  Small  Cities  Program 

Yes 
No 

Application  procedures 

State  procedures  much  more 

burdensome 
State  procedures  more 

burdensome 
State  procedures  about  equally 

burdensome 
State  procedures  less 

burdensome 
State  procedures  much  less 

burdensome 

Eligibility  requirements 

State  requirements  much  more 

difficult 
State  requirements  more 

difficult 
State  requirements  about 

equally  difficult 
State  requirements  less 

difficult 
State  requirements  much  less 

difficult 

Variety  of  projects  or  activities 
that  can  receive  funding 

State  allows  much  wider 

variety 
State  allows  wider  variety 
State  allows  about  same 

variety 
State  allows  narrower  variety 
State  allows  much  narrower 

variety 


60 
40 


5 
70 
20 

5 


4 
27 

47 
8 


61 
39 


2 

4 

5 

5 

27 

35 

47 

42 

19 

15 

6 

7 

64 

23 


3 
25 

51 
12 


2/Responses  to  specific  comparisons  represent  those  who  said 
~  they  had  participated  in  HUD  program. 


744 


ATTACHMENT  I 


ATTACHMENT  I 


Flexibility  in  determining 
population  group  to  serve 

Much  more  flexibility  in 

State  program 
More  flexibility  in  State 

program 
About  equal  flexibility  in 

State  program 
Less  flexibility  in  State 

program 
Much  less  flexibility  in 

State  program 

Consistency  of  program  priorities 

with  local  community's  development  needs 

State  priorities  are  much  more 

consistent 
State  priorities  are  more 

consistent 
State  priorities  are  about 

equally  consistent 
State  priorities  are  less 

consistent 
State  priorities  are  much  less 

consistent 

Fairness  of  the  award  process 

State  method  is  much  fairer 

State  method  is  fairer 

State  method  is  about  equally 

fair 
State  method  is  less  fair 
State  method  is  much  less  fair 

State  technical  assistance 

State  assistance  is  much  more 

helpful 
State  assistance  is  more 

helpful 
State  assistance  is  about 

equally  helpful 
State  assistance  is  less 

helpful 
State  assistance  is  much  less 

helpful 


Grantee 
percent 

7 
25 
58 

2 


Unsuccessful 

applicant 

percent 


3 
21 
60 

7 
2 


8 

1 

28 

19 

49 

62 

5 

9 

1 

3 

10 
25 

48 
5 
3 


14 
34 
30 
11 
3 


7 
8 

56 

15 

8 
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National 

Leased 
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1800M  STREET  NW /SUITE  400  SOUTH /WASHINGTON  DC  20036/(202)785- 


STATEMENT  OF  THE  NATIONAL  LEASED  HOUSING  ASSOCIATION 

SUBMITTED  TO  THE  HOUSING  AND  URBAN  AFFAIRS  SUBCOMMITTEE 

SENATE  BANKING,  HOUSING  AND  URBAN  AFFAIRS  COMMITTEE 

The  National  Leased  Housing  Association  consists  of  800 
public  and  private  organizations  concerned  with  providing  decent 
rental  housing  to  low  and  moderate  income  Americans.  With  the 
demise  of  the  Section  8  production  program,  a  new  rental  housing 
initiative  is  vitally  needed. 

There  is  a  desperate  need  for  affordable  rental  housing  in 
most  sections  of  the  country  that  just  cannot  be  met  by  the  private 
sector  without  assistance.  In  many  areas,  vacancy  rates  are  below 
the  desirable  five  percent  level.  As  the  economy  improves,  this 
situation  will  exacerbate  as  renters  end  the.  doubling  up  that  has 
prevailed  during  the  past  few  years.  To  meet  the  increasing  need 
for  rental  units,  the  deep  subsidy  of  Section  8  will  not  be 
necessary  to  get  such  housing  built.  What  is  needed  is  a  shallow 
or  partial  subsidy  to  bridge  the  present  af f ordability  gap. 
Because  of  the  limited  nature  of  the  subsidy,  obviously  the  lowest 
income  tenants  cannot  be  fully  served.  However,  to  the  extent  that 
the  total  housing  supply  in  a  community  is  increased  to  meet 
demand,  overall  rents  will  be  reduced  to  a  more  affordable  level 
and  thus  make  the  Section  8  existing  program  more  workable  in  the 
locality. 

We  commend  the  bi-partisan  efforts  of  Senators  Dodd  and 
D'Amato  directed  toward  developing  the  rental  housing  program  in 
the  bill  reported  by  your  Committee  last  year.  However,  now  that 
the  year's  interval  is  permitting  greater  time  to  focus  on  the 
subject,  we  suggest  as  a  model  for  your  consideration  the  program 
originally  set  forth  in  a  bill  introduced  by  Senator  Dodd  last 
year.  Under  that  program,  developers,  in  conjunction  with  cities, 
would  apply  either  to  HUD  or  a  state  agency  for  the  necessary 
assistance  to  get  a  rental  project  built.  Such  assistance  can  be 
flexible  in  amount  and  type,  such  as  capital  grants,  loans,  write 
downs,   etc.    The  program  could  only  operate  in  areas  of  rental 
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need.   This  year,  a  similar  program  has  been  introduced  by  Represen- 
tative Charles  Schumer  in  the  House,  and  is  set  forth  in  H.R.I. 
The   National   Leased  Housing  Association  strongly   endorses   that 
effort. 

We  do  have  some  concerns  with  this  legislation,  and  suggest 
the  following  amendments. 

1.  We  agree  with  the  basic  fund  allocation  mechanism  set 
forth  in  the  bill  of  either  cities  applying  directly  to  HUD  on  a 
specific  project  [312(c)]  or  allowing  HUD  to  delegate  to  state  agen- 
cies the  right  to  make  project  choice  [312(e)].  Significant 
funding  should  be  earmarked  under  both  alternatives.  It  is  essen- 
tial that  both  the  localities  and  the  states  must  choose  developers 
pursuant  to  nationally  prescribed  standards,  the  most  vital  being 
an  open  and  objective  competition. 

However,  Section  312  should  be  amended  to  provide  that  if  a 
city  does  not  endorse  a  project  under  312(c),  the  developer  would 
have  the  right  to  apply  directly  to  HUD;  in  such  event,  HUD  must 
solicit  the  comments  of  the  city.  This  change  is  essential  to 
provide  housing  in  those  communities  that  seek  to  bar  low  and 
moderate  income  rental  housing.  H.R.I,  as  drafted,  gives  these 
cities  an  absolute  veto  on  applications. 

2.  The  limitation  on  condominium  conversion  and  the  period 
of  low  income  occupancy  [317(a)(3)]  should  be  reduced  from  20  years 
to  the  longer  of  ten  years,  or  half  the  length  of  the  bonds 
financing  the  project  or  the  assistance  contract.  This  time  period 
was  adopted  by  Congress  to  govern  the  tax  exempt  financing  of 
multifamily  projects  in  the  1982  Tax  Equity  and  Fiscal  Responsi- 
bility Act.  Such  period  is  realistic  in  today's  financial  markets 
where  a  ten  year  multifamily  loan  has  become  common. 

3.  Assistance  in  the  form  of  capital  grants  [312(d)(1)],  at 
least   to  private  developers,   should  be  eliminated.    Assistance 
should  basically  be  in  the  form  of  repayable  second  mortgages. 
There  is  no  justification  to  make  grants  when  a  sale  or  refinancing 
will  produce  cash  to  repay  the  funds  advanced. 

4.  The  provision  in  Section  319(a)  that  requires  prevailing 
wage  rates  be  paid  to  those  involved  in  project  operations  should 
be  dropped.  We  know  of  no  other  program  which  requires  prevailing 
local  wages  be  paid  in  project  operation. 

5.  Under  Section  317(c)(1),  the  tenant  should  not  be 
limited  to  paying  25  (or  30)  percent  of  his  or  her  income  for  rent. 

Instead,  20  percent  of  the  units  should  rent  at  no  more  than  30 
percent  of  80  percent  of  area  median,  thus  assuring  widely  afford- 
able rents.  However,  a  tenant  should  be  allowed  to  pay  such 
percentage  of  income  as  he/she  desires  to  obtain  the  unit  at  such 
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rent . 

6.  317(a)(3)  should  make  clear  that  the  prohibited  discrimi- 
nation is  that  against  a  tenant  because  he  (she)  will  be  receiving 
Section  8  existing  or  voucher  assistance  in  the  project  assisted 
under  the  program.  As  drafted,  this  section  could  prevent  the 
rejection  of  tenants  presently  living  in  an  assisted  project,  a 
proper  action  because  such  tenants  are  already  living  in  decent 
housing. 

The  Administration's  Bill 

We  have  serious  problems  with  many  initiatives  in  the  Admin- 
istration's bill,  primarily  the  ending  of  the  Section  8  existing 
program,  which  is  most  workable,  in  favor  of  a  housing  payment 
certificate  program,  which  is  not,  as  well  as  the  termination  of 
the  successful  Section  515  program. 

NLHA  has  over  300  local  housing  authority  members  who  admin- 
ister the  Section  8  existing  program,  so  we  are  naturally  quite 
concerned  with  its  future  directions.  By  and  large,  we  have  been 
quite  satisfied  with  the  program  as  it  is  now  structured,  and  we 
have  seen  no  real  need  for  the  comprehensive  changes  proposed  in 
this  legislation.  We  do  have  the  following  specific  comments,  how- 
ever, if  changes  are  to  be  made: 

1.  We  oppose  the  raise  in  the  limit  on  tenant  rent 
increases  from  10  percent  a  year  to  20  percent  a  year.  Not  only 
will  this  increase  create  an  undue  hardship  for  the  tenant,  but  it 
will  also  add  to  the  administrative  burden  as  one  more  variable 
would  need  to  be  adjusted  to  calculate  tenant  rent  contributions. 

2.  We  have  great  concern  with  the  new  "payment  standards" 
replacing  the  present  Fair  Market  Rents.  Our  concern  is  directed  to 
the  adequacy  of  the  amount  of  payment.  We  are  particularly 
disturbed  by  the  proposal  that  these  payment  standards  not  be 
published  for  public  comment.  There  would  be  very  little  protection 
against  the  arbitrary  imposition  of  low  payment  standards  which 
would,  in  effect,  gut  the  program  unless  the  public  had  a  change  to 
comment  and  appeal .  NLHA  strongly  opposes  use  of  the  ^Oth  percen- 
tile in  determining  existing  Section  8  FMRs  and  in  calculating  the 
new  payment  standards. 

3.  It  should  be  made  clear  that  as  under  the  Section  8 
existing  program,  payments  should  go  directly  from  the  housing 
authority  to  the  landlord,  and  not  to  the  tenant.  This  is  the  only 
practical  way  to  assure  that  the  landlord  receives  a  rent  payment. 

4.  We  have  no  difficulty  with  the  minimum  rent  provisions 
to  the  effect  that  the  tenant  must  either  pay  ten  percent  of  gross 
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income  or  the  portion  of  any  welfare  assistance  payments  specifical- 
ly designated  to  meet  housing  costs.  However,  in  such  event,  the 
state  should  not  be  permitted  to  lower  the  amount  of  specifically 
designated  housing  payments,  or  else  the  tenant  could  be  caught  in 
a  vicious  circle  of  being  cut  by  both  HUD  and  the  state  welfare 
agency . 

5.  While  we  favor  the  change  made  from  last  year's  proposal 
which  would  now  allow  adjustments  (specifically  increases)  to  be 
made  in  the  amount  of  tenant  assistance  payments  on  an  annual 
basis,  we  feel  that  to  not  provide  any  additional  funds  for 
increasing  assistance  payments  places  an  undue  burden  on  the  PHA. 
Not  only  will  this  cause  a  PHA  to  artificailly  restrict  the  number 
of  households  to  be  served  by  the  program  to  ensure  reserves,  but 
would  also  require  that  any  future  inflation  increases  would  have 
to  be  financed  through  cutbacks  by  the  PHAs  in  the  total  number  of 
assisted  units. 

6.  The  proposal  would  eliminate  the  sixty  day  period  for 
the  payment  for  vacant  units.  We  have  found  this  to  be  a  very 
necessary  provision  to  get  landlords  to  enter  the  program;  however, 
because  of  the  real  demand  for  Section  8  assistance,  vacancies 
rarely  occur  and  thus  these  payments  are  infrequently  made.  In 
other  words,  the  sixty  day  vacancy  provision  provides  pscyhological 
benefits  to  landlords  without  any  real  cost  to  the  government. 

7.  We  do  not  object  to  limiting  assistance  to  families  in 
50%  of  median  under  this  phase  of  the  program.  However,  any 
applicant  on  a  waiting  list  currently  who  is  in  the  50  percent  to 
80  percent  of  median  category  should  be  allowed  to  remain.  If  this 
is  not  done,  there  would  be  real  hardships  to  those  families  who 
justifiably  relied  on  the  program,  in  addition  to  some  real  admin- 
istrative problems  for  the  local  administering  agency. 

8.  There  is  a  conflict  between  extending  the  priority 
criteria  to  those  families  paying  over  50  percent  of  their  income 
for  rent  and  the  present  priority  for  families  living  in  substan- 
dard housing.   It  is  the  experience  of  many  of  our  members  that 

those  paying  over  50  percent  of  their  income  for  housing  are  doing 
so  voluntarily  to  get  better  housing.  Should  they  be  housed  over 
those  who  are  now  living  in  substandard  housing?  This  is  a  real 
question  of  equity. 

Other  Provisions 

There  are  certain  provisions  in  the  Administration's  bill 
which  have  a  positive  effect  for  rental  housing,  and  we  urge  you  to 
include  them  in  any  legislation  which  you  enact: 

(a)  We  favor  in  concept  the  rental  rehabilitation  program 
which  the  Administration  is  forwarding,  assuming  it  is  part  of  a 
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comprehensive  housing  effort  that  includes  new  production  and  sub- 
stantial rehabilitation.  Indeed,  your  committee  might  wish  to 
consider  it  as  a  substitute  for  the  Section  8  moderate  rehab 
program,  which  has  proven  to  be  most  clumsy  both  in  implementation 
and  operation  in  any  areas.  However,  we  suggest  the  following 
programatic  changes: 

First,  we  question  whether  $5,000  is  a  sufficient  amount  to 
produce  any  meaningful  rehabilitation.  Second,  unless  the  modified 
Section  8  certificate  is  attached  to  the  unit,  we  doubt  if  any 
lenders  would  be  interested  in  financing  the  project;  the  free' 
floating  certificate  concept  set  forth  in  the  bill  just  won't  get 
units  financed.  Third,  we  think  it  extremely  unwise  to  make  the 
owner  personally  liable  on  the  note,  as  this  precludes  equity 
syndication.  The  admnistration ,  in  the  Economic  Recovery  Tax  Act  of 
1981  ,  wisely  encouraged  investment  in  existing  properties  through 
15  year  write-  offs  and  200  percent  declining  balances.  This  has 
spurned  much  private  sector  interest  in  investing  in  this  type  of 
property  because  of  the  tax  benefits  which  both  Congress  and  the 
Administration  wanted  the  owner  to  enjoy.  Thus,  it  is  ironic  that 
the  Administration,  in  its  proposal  here,  would  preclude  the  very 
sort  of  tax-oriented  investment  which  last  year's  tax  bill  encourag- 
ed. 

(b)  We  also  endorse  the  provision  in  the  Administration's 
bill  making  the  construction  of  new  housing  eligible  for  funding 
under  the  CDBG  program  as  a  reasonable  measure  directed  toward 
assisting  housing  production.  Obviously,  the  need  for  such  pro- 
vision would  be  less  if  a  program  similar  to  that  contained  in 
H.R.I  is  adopted. 

(c)  The  following  provisions  in  the  Administration's  bill 
aid  in  the  financing  of  multifamily  housing,  and  we  urge  their 
inclusion  in  any  bill  that  you  report: 

1.  A  very  salutary  proposal  is  the  removal  of  the  language 
in  Section  207  mandating  that  the  Secretary  regulate  project  rents, 
coupled  with  the  Administration's  intent  to  de-regulate  project 
rent  levels  on  unsubsidized  projects.  We  totally  agree  with  the 
rationale  that  such  de-regulation  would  give  a  needed  boost  to  the 
hard-pressed  rental  housing  industry  and  remove  unnecessary  federal 
regulation . 

2.  Another  solid  initiative  in  the  bill  would  be  to 
increase  mortgage  limits  for  substantial  rehabilitation.  Such  a 
move  would  encourage  substantial  rehab  of  multifamily  units  by 
making  it  economically  viable  for  the  owner  to  do  so. 

3.  Another  helpful  provision  of  the  Administration's  bill 
is  removing  the  20%  restriction  on  the  mortgages  that  FHA  can  co-in- 
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sure.  In  the  multif amily  field,  we  believe  that  co-insurance  could 
be  a  very  useful  tool  to  enable  to  lender  to,  in  effect,  buy 
freedom  from  arduous  processing  restrictions  by  willingness  to 
assume  part  of  the  risk  of  the  loan.  With  the  small  volume  of 
multif amily  mortgages,  unless  the  20%  restriction  is  removed,  the 
co-insurance  program  is  in  danger  of  becoming  a  nullity. 

A.  We  favor  the  amendment  to  Section  24-5(c)  to  allow  gradu- 
ated mortgages  for  multif amily  insured  projects,  and  also  the  new 
Section  316(b)  to  allow  shared  appreciation  mortgages  for  such 
rental  efforts.  Although  the  use  of  these  new  devices  in  in  its 
infancy  for  multif amily  housing  programs,  certainly  the  opportunity 
should  exist  to  utilize  such  creative  financing  with  FHA  multifam- 
ily  insurance. 

There  are  two  provisions  in  the  Administration's  bill  which 
we  strongly  oppose. 

First,  the  Administration  would  do  away  with  the  authority 
for  Ginnie  Mae  special  assistance  functions  or  emergency  house  pur- 
chases under  the  Tandem  plan.  These  programs  have  proven  very 
useful  programs  in  the  past,  and  we  see  no  justification  for  their 
repeal . 

Second,  under  the  Administration's  bill,  tax  exempt  financ- 
ing would  not  be  permitted  when  a  mortgage  is  co-insured  under 
Section  24^.  As  before  stressed,  co-insurance  is  a  very  beneficial 
concept  of  risk  sharing  between  the  private  sector  and  the  federal 
government.  We  are  at  a  loss  to  understand  any  policy  justification 
for  repeal  of  this  useful  authority. 

We  are  very  concerned  with  the  statement  that  appears  in  the 
Administration's  justification  to  the  effect  "the  Department  in- 
tends not  to  allow  such  arrangements  with  respect  to  its  Co-insur- 
ance Programs."  If  the  Administration  is  demonstrating  an  intent 
to  achieve  this  end  without  legislation  at  the  present  time,  then 
it  is  in  violation  of  Section  817  of  the  Housing  and  Community 
Development  Act  of  1974,  which  precludes  the  denial  of  any  federal 
housing  assistance  because  of  the  use  of  tax  exempt  financing.  We 
trust  that  this  is  not  the  Administration's  intent,  but  hope  they 
will  give  us  further  clarification. 

Thank  you  for  your  consideration  of  these  issues. 
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It  is  my  privilege  to  testify  before  your  committee  on  behalf  of  the  National 
Governors'   Association   (NGA),    as   the   Chairman   of   the    NGA    Committee    on 
Community  and  Economic  Development. 

Summary 

NGA  supports  the  reauthorization  of  the  State  administered  Community 
Development  Block  Grant  Program  in  its  present  form  while  it  would  like  to  see  a 
significant  State  role  in  the  small  cities  Urban  Development  Action  Grant  Program 
which  the  Department  of  Housing  and  Urban  Development  is  having  difficulty 
administering. 

Community  Development  Block  Grant 

In  view  of  the  current  economic  situation  and  the  need  to  help  our  citizenry, 
the  National  Governors'  Association  wholeheartedly  supports  the  reauthorization  of 
the  Community  Development  Block  Grant  (CDBG)  Program  in  its  present  form. 
This  program  assists  in  the  "development  of  viable  urban  communities,  by  providing 
decent  housing  and  suitable  living  environment  and  expanding  economic 
opportunities,  principally  for  persons  of  low  and  moderate  income." 

As  States  we  are  particularly  pleased  to  call  for  the  reauthorization  of  the 
CDBG  Program  because  for  the  first  time  the  States  are  active  participants.  In 
1981,  amendments  to  the  Housing  and  Community  Development  Act  of  1974,  as 
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amended,  provided  States  with  the  opportunity  to  administer  the  non-entitlement 
small  cities  CDBG  Program.  In  FY  1982,  36  States  and  Puerto  Rico  consulted  with 
local  officials,  developed  objective  selection  criteria,  and  awarded  nearly  $750 
million  in  State  administered  CDBG  funds  to  nearly  1,600  communities  under  50,000 
population.  Projects  funded  under  the  program  included  repairing  public  facilities, 
creating  jobs  through  economic  development  projects,  providing  decent  housing  emd 
a  suitable  living  environment,  and  expanding  economic  opportunities. 

In  the  State  of  Missouri,  we  recently  aweu-ded  $12.7  million  in  housing  emd 
public  facility  CDBG  funds  for  67  projects  in  61  small  cities  and  counties 
throughout  the  State.  More  than  500  Missouri  communities  submitted  housing  and 
public  facility  applications  requesting  in  excess  of  $97  million.  In  Missouri,  where 
unemployment  is  over  10%,  the  State  awarded  $4.5  million  to  13  communities  for 
economic  development  projects.  These  13  projects  will  create  or  retain 
approximately  1,570  jobs  in  the  State. 

Because  of  the  new  State  role  in  the  CDBG  Program,  it  is  appropriate  to 
review  the  accomplishments  of  the  first  year  of  State  administration.  For  sound 
reasons,  the  program  appears  to  be  off  to  a  successful  start.  The  following  seem  to 
be  contributing  factors  for  its  success.  The  appropriation  level  for  the  program 
remained  the  same  as  in  previous  years.  Transitional  funds  were  available  through 
the  HUD  107  Technical  Assistance  Program  to  help  States  gear  up  for  the  CDBG 
program's  design  and  implementation.  And  the  legislation  and  regulations  were 
flexible  enough  to  allow  States  to  design  their  programs  to  meet  local  needs  and 
objectives.  After  a  year  of  administering  the  program.  States  have  reached  many 
of  the  goals  which  were  articulated  during  the  legislative  debate  over  the  State 
CDBG  program  in  1981. 


754 


State  officials  have  worked  very  closely  with  local  officials  in  designing  the 
State  CDBG  Program.  Although  the  1981  amendments  require  States  to  furnish 
information  to  local  governments  regarding  the  design  of  the  program,  State 
administering  agencies  have  gone  well  beyond  this  requirement.  Approximately 
eight  States  distributed  an  extensive  survey  to  every  eligible  community  soliciting 
their  advice  on  how  the  money  should  be  distributed.  Nearly  all  States  have 
formally  established  locally-oriented  policy  advisory  committees  to  help  design  the 
States'  selection  systems.  Some  States  have  even  supplemented  these  committees 
with  technical  advisory  committees  composed  of  local  CDBG  practitioners.  In  the 
State  of  Washington,  State  program  representatives  visited  over  100  communities 
to  explain  the  new  program.  Examples  of  State-local  cooperation  are  plentiful. 

More  local  governments  are  participating  in  the  CDBG  Program  than  ever 
before.  The  high  degree  of  State-local  cooperation,  coupled  with  the  drastic  need 
for  federal  funds,  have  led  to  greater  participation  by  local  governments  in  the 
State  CDBG  Program.  The  increase  in  the  number  of  grant  applications  between 
the  HUD-administered  Small  Cities  CDBG  Program  in  1981  and  the  state- 
administered  program  in  1982  has  been  phenomenal.  Iowa  saw  an  increase  from  175 
applications  in  1981  to  373  applications  in  1982.  Georgia  received  141  additional 
applications  in  1982.  In  1982,  Kentucky,  Nebraska,  North  Dakota,  Tennessee, 
Wisconsin  and  Wyoming  received  twice  as  many  as  HUD  received  during  the 
previous  year.  Loced  officials  in  Delaware  emd  Nevada  submitted  almost  three 
times  as  many  applications  in  1982  as  in  the  previous  year. 
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States  have  been  more  sensitive  to  the  nature  of  local  problems  and  needs. 
The  flexibility  of  the  CDBG  Program  has  allowed  States  to  design  their  programs 
to  meet  the  needs  of  their  local  units  of  government.  For  example,  with 
unemployment  ranging  between  10-15%  in  many  parts  of  the  country,  some  States 
have  focused  on  job  creation  activities.  Approximately  10  States  have  established 
economic  development  set-asides  or  mini-UDAG  programs  where  local  officials  can 
apply  for  funds  at  any  time  during  the  yesu*.  For  example,  the  Commonwealth  of 
Kentucky  used  $3.6  million  in  their  economic  development  set-asides  to  fund  14 
projects  totalling  $98  million.  This  is  a  leveraging  ratio  of  nearly  28  to  1.  These 
projects  created  or  retained  nearly  1,436  jobs.  Some  States  have  targetted  their 
funds  to  public  facilities  projects,  while  others  have  focused  on  housing  related 
activities. 

States  have  been  able  to  package  CDBG  funds  with  other  State,  federal,  6uid 
private  resources.  To  encourage  private  sector  involvement,  many  States  included 
a  leveraging  factor  in  their  selection  systems.  Therefore,  communities  were 
rewarded  for  packaging  CDBG  with  other'  resources.  Other  States  actively 
coordinated  State-appropriated  funds  with  CDBG  dollars.  In  Michigan,  local 
applicants  are  encourage  to  link  CDBG  funds  with  the  Mighigan  State  Housing 
Development  Authority's  Neighborhood  Improvement  Program.  The  Connecticut 
Department  of  Housing  contributed  nearly  $600,000  from  State  appropriated 
housing  funds  to  local  CDBG  recipients  in  1982.  In  the  State  of  Washington,  State 
community  facilities  funds  are  being  used  in  conjunction  with  CDBG  dollars. 
Similar  joint  funding  is  also  being  used  in  a  number  of  other  States. 

With  the  new  State  administered  Job  Training  Partnership  Act  funds,  the 
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Community    Services    Block    Grant    Program    and    other    federal    development 
programs,  States  are  in  a  prime  position  to  coordinate  and  target  CDBG  resources. 

The  State  CDBG  Program  can  be  used  in  conjunction  with  State  development 
plans.  In  1981,  many  States  stressed  that  CDBG  funds  could  be  directed 
tocommunities  in  line  with  broad  State  economic  development  goals  and  objectives. 
They  felt  that  the  State  had  a  better  understemding  of  statewide  community  and 
economic  development  goals  and  could  use  the  CDBG  funds  in  conjunction  with 
them.  For  example,  Alabama  has  successfully  targetted  a  portion  of  its  economic 
development  set-aside  to  four  rural  and  impoverished  counties  in  the  western  part 
of  the  State.  Idaho  has  targetted  some  of  its  CDBG  funds  for  community  facilities 
projects  in  northern  Ideiho  to  encourage  the  diversification  of  its  economy  from 
lumber  to  other  sources  of  income. 

The  States  are  beginning  to  meet  the  needs  of  smaller  communities  which 
never  participated  in  the  CDBG  Program.  For  example,  in  the  FY  1982  program, 
Iowa,  Alabama,  and  North  Dakota  set  up  special  competitions  for  communities  of 
less  than  10,000  population.  Under  the  State-administered  program  it  appears  that 
more  smaller  communities  under  10,000  population  were  funded  than  ever  before. 

The  States  are  meeting  the  statutory  purposes  of  the  Act.  NGA  reaffirms  its 
support  for  the  program's  three  board  national  objectives,  i.e.  a)  to  benefit  low  and 
moderate  income  families;  b)  to  aid  in  the  prevention  or  elimination  of  slums 
orblight;  and  c)  to  meet  other  community  development  needs  having  a  particular 
urgency  because  existing  conditions  pose  a  serious  and  immediate  threat  to  the 
health  and  welfare  of  the  community.  NGA  supports  the  maintenance  of  the 
present  statutory  language  absent  a  showing  that  the  three  broad  goals  are  not 
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being  met.  Additional  language  will  only  reduce  flexibility,  increase  red-tape  and 
increase  state  administrative  costs.  NGA  opposes  measuring  the  meeting  of  the 
statutory  objectives  on  a  project-by-project  basis.  While  it  is  possible  to  measure 
the  specific  low  and  moderate  income  benefits  of  housing  programs,  it  is 
particularly  difficult  to  measure  that  benefit  in  community  development  and 
economic  development  projects. 

Urban  Development  Action  Grant  Program 

Section  119  of  the  Housing  and  Community  Develoment  Act  establishes  the 
Urban  Development  Action  Grant  (UDAG)  Program.  The  UDAG  Program  is  a 
competitive  grant  program  designed  to  create  jobs  and  increeise  the  tax  base  in 
distressd  cities  and  urban  counties.  The  UDAG  Program  is  a  useful  tool  in  the 
federal  economic  development  arsenal. 

The  Administration's  FY  1984  budget  proposal  of  $196  million  for  UDAG  is  a 
significant  reduction  from  the  $440  million  in  FY  1983.  Under  the  Administration's 
proposal,  unobligated  UDAG  funds  from  previous  years  will  be  deferred  in  the 
amount  of  $244  million  to  be  carried  over  to  FY  1984,  to  fund  the  program  in  that 
year  at  $440  million.  It  appears  the  51%  of  the  $244  million,  or  $126  million,  is 
carried  over  from  the  small  cities  portion  of  the  Program.  NGA  registers  its 
concern  over  the  lack  of  participation  in  the  program  by  small  communities  of  less 
th£m  50,000  population. 

NGA  recommends  that  Congress  consider  a  greater  role  for  States  in  the 
small  cities  portion  of  the  UDAG  Program.      We  are  prepeu-ed  to  work  with  this 
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Committee  and  HUD  to  examine  ways  in  which  States  can  increase  local 
participation.  This  might  include  providing  training  to  State  personnel  in  the 
UDAG  Program  to  facilitate  the  State  transfer  to  local  government  officials  of 
UDAG  application  and  packaging  techniques,  providing  additional  funds  to  States 
under  the  State  107  Technical  Assistance  Program  to  increase  the  resources 
avaUable  for  State  assistance  to  small  localities,  or  transferring  and  transforming 
the  smaU  cities  categorical  UDAG  Program  into  the  small  cities  CDBG  Program. 
We  feel  that  States  can  transfer  their  successful  experiences  with  the  small  cities 
CDBG  Program  to  the  small  cities  portion  of  the  UDAG  Program. 

On  behalf  of  the  NGA,  The  States  look  forward  to  working  with  the 
Administration  and  Congress  on  the  reauthorization  of  the  Housing  and  Community 
Development  Act. 

Mr.  Chairman,  If  you  have  any  questions,  NGA  would  be  happy  to  respond  in 
oral  testimony  at  a  later  date  or  in  written  form. 
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April  8,  1983 

Chairman  John  Tower 
Subcommittee  on  Housing  &  Urban 

Affairs 
United  States  Senate 
522  Dirksen  Building 
Washington,  D.C.   20510 

Dear  Senator  Tower: 

Thank  you  for  the  opportunity  to  present  our 
written  statement  for  your  hearing  held  on  March  10,  1983. 
As  president  of  Banco  Mortgage  Company,  I  am  particularly 
pleased  to  submit  our  views  at  this  time  on  an  issue  of 
great  importance  to  us. 

It  is  our  understanding  that  one  of  the  issues 
being  addressed  is  whether  to  raise  the  conventional  residential 
mortgage  loan  ceiling  for  the  Federal  National  Mortgage 
Association  ("FNMA")  and  Federal  Home  Loan  Mortgage  Corporation 
("FHLMC")  above  the  $108,300  limit  currently  imposed  by 
statute.  This  issue  is  critically  important  to  Banco  Mortgage 
and  its  subsidiary.  Residential  Funding  Corporation  ("Residential 
Funding")  and  perhaps  to  the  survival  of  a  private  secondary 
mortgage  market.   To  begin  with  let  me  give  you  some  background 
on  the  company. 

Background 

Banco  Mortgage  was  founded  as  Iowa  Securities 
Company  in  1906  in  Waterloo,  Iowa.  Banco  Mortgage  originates, 
markets  and  services  primarily  residential  first  mortgage 
loans. 


760 


In  1969  Banco  Mortgage  was  acquired  by  Northwest 
Bancorporation  as  a  wholly  owned  subsidiary.   Under  Northwest 
Bancorporation,  Banco  Mortgage  has  grown  to  become  the  third 
largest  mortgage  banking  firm  in  the  country  servicing  $8.3 
billion  in  mortgage  loans.   The  parent  company  is  a  $17.6 
billion  banking  and  diversified  financial  services  company 
with  86  banks  in  7  states,  5  trust  companies  and  6  additional 
financial  services  companies  with  offices  in  more  than  40 
states. 

In  November  1982,  Banco  Mortgage,  with  Salomon 
Brothers  an  investment  banker  and  Mortgage  Guaranty  Insurance 
Corporation  (MGIC)  a  private  mortgage  insurer,  introduced  a 
program  through  a  new  Banco  Mortgage  subsidiary.  Residential 
Funding.   Its  goal  is  to  provide  a  needed  service  to  the 
residential  mortgage  lending  institutions  in  this  country, 
primarily  savings  &  loan  associations,  commercial  banks, 
mutual  savings  banks  and  mortgage  bankers.   This  marks  the 
first  time  that  the  private  sector  has  aggressively  entered 
the  housing  industry  on  a  large  scale  by  creating  a  secondary 
market  for  higher  amount  mortgage  loans. 

The  program  was  designed  to  address  the  fundamental 
changes  which  are  occurring  in  the  methods  of  funding  real 
estate  mortgages.   Due  to  high  and  volatile  interest  rates 
and  deregulation,  banks  and  savings  and  loans  -  the  main 
providers  of  conventional  mortgage  loans  -  are  less  willing 
to  hold  fixed-rate  long-term  loans  in  their  portfolios. 
Consequently,  the  secondary  market  has  become  an  important 
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source  of  financing  for  conventional  home  mortgages. 

Prior  to  Residential  Funding  there  was  no  major 
private  investor  who  could  provide  large  numbers  of  mortgage 
lenders  with  an  ongoing  access  to  this  source  of  funds  for 
residential  mortgage  credit.   Basically,  Residential  Funding 
buys  conventional  (nongovernment-insured  or  guaranteed) 
mortgages  from  originating  lenders  and  packages  them  into 
more  marketable  mortgage  backed  securities.   These  securities 
are  then  sold  to  investors  such  as  pension  funds,  life 
insurance  companies  and  savings  and  loan  associations. 

Public  Sector  Role 

Prior  to  Residential  Funding,  the  only  other 
established  way  for  lenders  to  access  the  secondary  mortgage 
market  was  through  two  quasi-governmental  agencies,  FNMA  and 
FHLMC.   It  is  our  understanding  that  these  institutions  were 
created  by  the  Congress  to  provide  a  constant  source  of 
funds  from  the  secondary  market  for  mortgages  of  low  and 
moderate  amounts.   This  focus  was  insured  by  imposing  a 
statutory  ceiling  on  the  mortgage  loan  size  to  be  purchased 
by  these  agencies.   From  time  to  time  the  ceiling  has  been 
increased  to  allow  for  inflation  and  recently  has  been  indexed 
in  order  to  permit  an  increase  in  the  ceiling  as  the  index 
increases.   Because  of  this  statutory  limitation  these 
agencies  can  only  package  loans  of  $108,300  and  under.   It  is 
important  to  note  that  approximately  88%  of  the  total 
number  of  mortgages  made  to  date  are  under  $108,300.   It  is 
the  other  12%  of  the  residential  mortgage  market  (comprised 
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of  loans  over  $108,300  which  cannot  be  marketed  through  the 
agencies)  that  Residential  Funding  was  designed  to  address. 

Private  Sector  Role 

As  indicated,  a  void  has  existed  in  the  secondary 
market  for  the  higher  amount  mortgage  loan.   The  private 
sector,  recognizing  this  void,  is  seeking  to  fill  it  with 
programs  such  as  Residential  Funding.  In  just  the  first  4 
months  of  operation,  over  1,300  financial  institutions 
nationwide  have  signed  up  to  participate  in  the  program 
representing  a  total  of  over  $350  million  in  mortgage  loan 
commitments  made  by  Residential  Funding. 

To  reach  such  a  broad  network  of  lenders.  Residential 
Funding  has  coordinated  with  MGIC  which  has  approximately  40 
offices  around  the  country.   MGIC  in  turn  uses  their  extensive 
sales  force  to  introduce  the  program  to  commercial  banks, 
savings  and  loans  and  mortgage  bankers  throughout  the  country. 
In  addition,  MGIC  is  instrumental  in  the  underwriting  of  the 
loans  and  offers  primary  insurance  for  individual  loans  as 
well  as  the  pool  and  special  hazard  insurance  for  the 
conventional  mortgage  backed  securities  (CMBS).   Once  Residential 
Funding  purchases  these  loans,  it  packages  them  into  CMBS 
which  in  turn  are  sold  into  the  secondary  market  place.   All 
our  CMBS  carry  a  "AA"  rating  from  Standard  and  Poor,  and 
have  thus  far  found  ready  market  acceptability  among  investors. 
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Residential  Funding's  conservative  growth  pro- 
jections for  the  first  year  of  operations  indicate  that  it 
will  purchase  approximately  $5  billion  of  residential 
mortgage  loans.   As  the  program  expands,  we  expect  additional 
private  companies  to  begin  entering  this  market  as  competition. 
Congress  should  recognize,  however,  that  the  amount  of 
capital  and  human  resources  spent  on  research  and  development 
by  private  business  to  enter  this  market  is  substantial  and 
will  not  be  undertaken  lightly. 

We  believe  that  to  the  extent  Congress  shrinks  the 
available  market,  other  private  companies  will  decide  not  to 
enter  the  market.   Indeed,  Congress  could,  by  unreasonably 
raising  the  mortgage  loan  ceiling  thereby  shrinking  the 
higher  amount  mortgage  loan  secondary  market,  make  it  difficult 
if  not  impossible  for  our  program  and  others  like  it  to 
succeed. 

Government  Supported 
Mortgage  Lending 

As  stated  earlier,  we  believe  that  Congress  intended 
FNMA  and  FHLMC,  as  quasi-governmental  agencies,  to  focus  on 
lower  and  moderate  amount  mortgage  loans. 

As  a  result  of  their  agency  status,  FNMA  and  FHLMC 
are  able  to  borrow  their  funds  at  below  market  rates.   It  is 
clear  that  the  marketplace  perceives  FNMA  and  FHLMC  to  be 
quasi-government  agencies.   Thus,  the  marketplace  accords 
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these  agencies  a  special  borrowing  status  enabling  them  to 
offer  a  lender  a  mortgage  rate  that  is  below  that  which  can 
be  offered  by  a  private  company  such  as  Residential  Funding. 
Attachment  A  illustrates  the  effect  of  this  rate  advantage. 
As  shown.  Residential  Funding's  cost  of  going  to  the  market 
to  sell  its  securities  reflects  a  range  differential  of  20 
to  83  basis  points  over  the  cost  for  FNMA  or  FHLMC  for  the 
period  shown.   It  is  this  rate  advantage  that  has  prevented 
the  private  sector  from  competing  against  these  quasi- 
government  agencies  for  mortgages  under  $108,300. 

We  have  found  through  our  own  experience  that  we 
are  just  not  able  to  compete  successfully  against  FNMA  and 
FHLMC  for  the  lower  and  moderate  mortgage  loans.   Less  than 
10%  of  the  mortgage  loan  commitments  made  by  Residential 
Funding  are  for  loans  under  $108,300.   Attachment  B  illustrates 
this  point.   The  advantage  of  a  below  market  rate  is 
obviously  judged  by  Congress  to  be  another  important  way  to 
ensure  that  the  agencies  are  able  to  carry  out  their  mission 
of  providing  mortgage  money  for  the  low  to  moderate  income 
families  who  need  a  lower  rate  in  order  to  qualify  for  a 
home  loan. 

Mortgage  Ceiling  Issue 

As  we  have  noted  above,  FNMA  and  FHLMC  are  now 
seeking  legislation  to  have  the  ceiling  raised  above  the 
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$108,300  level.   Congress  has  very  sound  reasons  for  re- 
quiring FNMA  and  FHLMC  to  focus  on  the  low  and  moderate 
amount  mortgage  loans.   We  believe  that  Congress  recognizes 
that  the  total  available  resources  are  limited  and  that 
government-backed  funds  should  only  be  used  for  those  with 
the  greatest  need  —  low  and  moderate  income  people.   Higher 
loan  amount  home  buyers  should  not  be  given  such  public 
support.   It  seems  critical  to  us  that  FNMA  and  FHLMC  remain 
focused  on  providing  liquidity  for  that  sector  of  the 
marketplace  which  they  were  designed  to  serve  and  leave  the 
balance  to  the  non-government  entities. 

Experience  has  shown  that  FNMA  and  FHLMC  will  end 
up  controlling  those  sectors  of  the  secondary  mortgage 
market  that  they  are  allowed  to  enter  to  the  exclusion  of 
others.   I  firmly  believe  that  if  a  private  company  such  as 
ours  is  ever  to  have  a  meaningful  role  in  this  market,  we 
must  be  given  time  to  further  develop  our  network  of  lenders 
and  a  broader  acceptance  for  our  securities. 

In  the  long  run,  we  believe  that  all  competitors 
for  higher  amount  mortgage  loans  should  compete  on  equal 
terms,  otherwise,  this  country  will  end  up  with  the  entire 
secondary  mortgage  market  controlled  by  government  supported 
agencies. 

It  is  clear  to  all  of  us,  I'm  sure,  that  in  the 
long  run  private  capital  will  be  needed  to  help  fund  the 
housing  needs  of  this  country.   We  believe  that  for  this  to 
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happen  FNMA  and  FHLMC  should  continue  to  use  their  government 
related  advantages  to  target  their  resources  to  the  low  and 
moderate  amount  mortgage  loan  market  and  that  private 
companies  be  allowed  to  compete  for  the  higher  amount 
mortgage  loan  market. 

Conclusion 

For  these  reasons,  we  strongly  oppose  an  increase 
in  the  loan  ceiling.  Both  FNMA  and  FHLMC  have  publicly 
stated  that  private  sector  entrance  into  the  secondary 
marketplace  should  be  encouraged.   For  this  to  become  a 
reality.  Residential  Funding  and  all  other  private  entities 
are  looking  to  Congress  for  confirmation  that  their  entrance 
in  the  secondary  market  is  welcomed  and  encouraged  and 
that  the  efforts  and  expense  which  they  have  undergone 
will  not  be  undone  by  raising  the  mortgage  loan  limit  ceiling 
for  FNMA  and  FHLMC  at  this  time. 
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Comparison  of  the  Cost  of  Funds  During 
1983  for  RFC  and  FNMA  &  FHLMC  for 
3  0-Year  Fixed  Rate  Loan 


1983 

(Inc 
and 

FNMA 
iludes  fees 
3/8  servicing) 

FMLMC 
(Includes  3/8 
servicing) 

RFC 
( Includes 
servicing  fee) 

1/3 

13.55% 
(.20) 

13.20% 
(.55) 

13.750% 

1/14 

12.92 
(.58) 

13.13 
(.37) 

13.500 

1/19 

12.92 
(.83) 

12.83 
(.92) 

13.750 

1/24 

13.17 
(.71) 

13.48 
(.40) 

13.875 

2/22 

13.42 
(.33) 

13.03 
(.72) 

13.750 

3/24 

13.22 
(.53) 

13.13 
(.62) 

13.750 

Explanation: 

This  reflects  the  approximate  50  to  75  basis  point 
advantage  the  two  government  backstopped  lenders  have  over 
RFC  in  raising  funds  in  the  public  markets. 
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"B" 


Total  Residential  Funding  Corporation 
Loan  Commitments  as  of  February  28,  1983 


Type 
Of  Loan 

3  0  Year  Fixed 
(Owner  Occupied) 

30  Year  Fixed-  - 
(Non-Owner) 

Early  Ownership 
Mortgage 

Step  Early 
Ownership 

15  Year  Fixed 

3  0  Year  GPM 

GRAND  TOTAL 


%  Under 
$108,000 

%  Over 
$108,000 

Total 
$  Loaned 

6% 

94% 

$  89,242,785 

23 

77 

4,520,950 

17 

83 

5,232,050 

16 

84 

39,229,084 

■  8 

92 

87,787,291 

21 

79 

2,487,550 

9% 

91% 

$228,499,710 

I 


Explanation;    This  chart  demonstrates,  by  loan  type,  the 
percent  of  loan  commitments  made  by  Residential  Funding 
under  and  over  the  FNMA  and  FHLMC  loan  limits. 
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General 
Electric 
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CORPOnATION 


Dennis  D.  Dammerman 


Vice  President  and  General  Manager 
Real  Estate  Financial  Services 


260  Long  Ridge  Road 
Stamford,  Connecticut  06902 
(203)  357-4540 


April  15,  1983 


The  Honorable  John  Tower 

Subcorrmittee  on  Housing  &  Urban  Affairs 

United  States  Senate 

Dirksen  Senate  Office  Building 

Washington,  DC   20510 

Dear  Mr.  Chairman: 


During  your  March  10  hearings  on  authorizations  for  the  Department  of 
Housing  and  Urban  Development,  a  distinguished  panel  of  witnesses  discussed 
the  role  of  the  secondary  market  in  housing  securities  as  a  vital  ingredient 
in  satisfying  the  nation's  future  housing  needs.  Spokesmen  for  both  the 
Federal  National  Mortgage  Association  (Fannie  Mae)  and  the  Federal  Home  Loan 
Mortgage  Corporation  (Freddie  Mac)  noted  the  absolute  need  for  more  private 
sector  financial  market  participants  to  ensure  the  delivery  of  funding 
necessary  for  the  purchase  and  sale  of  homes. 

General  Electric  Credit  Corporation  concurs  in  the  importance  of 
developing  a  vigorous  secondary  mortgage  securities  market.  Over  the  past 
two  years  GECC  has  positioned  itself  to  take  an  active  part  in  the 
development  of  that  market  through  the  organization  of  a  private  mortgage 
insurance  company  in  1980,  the  acquisition  of  a  mortgage  banking  subsidiary 
in  1981,  the  filing  of  a  5300  million  S.E.C.  shelf  registration  in  1982,  and 
most  recently  the  acquisition  of  a  second  and  larger  private  mortgage 
insurance  company  in  March  of  1983. 

During  this  same  period  of  time  Fannie  Mae  has  begun  to  issue 
mortgage-backed  securities  of  its  own,  $3.25  billion  in  1981  and  $14.0 
billion  in  1982.  Fannie  Mae  has  created  these  securities  by  packaging 
residential  mortgage  loans  conforming  with  its  statutory  loan  requirements, 
including  the  size  limitation,  which  is  indexed  at  $108,300,  into  pools  and 
selling  certificates  evidencing  an  undivided  fractional  interest  in  the 
pooled  loans. 

Fannie  Mae  and  Freddie  Mac  enjoy  two  commanding  advantages  over  their 
private  competitors  in  the  packaging  and  sale  of  mortgage-backed  securities 
that  eliminate  any  possibility  for  meaningful  competition  in  the  secondary 
mortgage  securities  market  with  respect  to  loans  conforming  to  National 
Housing  Act  requirements.  The  first  of  these  advantages  is  Fannie  Mae's  and 
Freddie  Mac's  relationship  with  the  United  States  Treasury,  which  enables 


770 


GENERAL  ELECTRIC  CREDIT  CORPORATION 


them  to  sell  their  securities  at  a  yield  which,  while  slightly  higher  than 
that  required  by  direct  Treasury  obligations,  is  significantly  below  that 
obtainable  on  the  most  highly  rated  private  issues  (e.g..  Standard  &  Poors 
"AAA").  The  second  advantage  is  Fannie  Mae's  and  Freddie  Mac's  exemption 
from  S.E.C.  securities  registration  requirements,  which  reduces  their  costs 
in  packaging  mortgage  securities  significantly  below  the  levels  achievable  by 
private  competitors. 

In  response  to  Fannie  Mae's  entry  into  the  mortgage  securities  market 
and  in  light  of  Fannie  Mae's  and  Freddie  Mac's  overwhelming  governmental ly- 
conferred  competitive  advantages,  GECC  has  shifted  its  focus  to  packaging 
"jumbo"  loans,  those  larger  than  the  current  federal  limit  of  $108,300. 
These  loans  represent  the  remaining  market  open  to  the  private  sector,  and, 
according  to  a  Federal  Home  Loan  Bank  Board  survey  of  2000  mortgage 
originators  conducted  over  the  last  six  months  of  1982,  the  dollar  volume 
demand  for  residential  mortgages  in  excess  of  $110,000  represents  only 
between  6  and  8  percent  of  the  total  residential  mortgage  market. 

It  is  GECC's  understanding  that  Fannie  Mae  and  Freddie  Mac  have  now 
requested  that  the  Subcommittee  repeal  all  limitations  on  the  size  of  the 
mortgages  they  may  purchase  and  package  into  mortgage  securities,  and  has 
also  requested  additional  expansions  of  their  powers  and  authorities.  The 
elimination  of  lending  limits  for  Fannie  Mae  and  Freddie  Mac  will  effectively 
foreclose  private  competitors  from  entering  the  mortgage  securities  packaging 
business  and  preclude  private  sector  involvement  in  the  development  of  the 
secondary  mortgage  securities  market. 

Accordingly,  General  Electric  Credit  Corporation  respectfully  urges 
that  the  proposed  expansions  of  Fannie  Mae's  and  Freddie  Mac's  lending  limits 
and  powers  be  rejected,  at  least  until  such  time  as  these  proposals  can  be 
considered  on  the  basis  of  a  full  factual  record  of  their  potential 
ramifications  and  their  effect  upon  the  creation  of  vigorous  secondary 
markets  for  mortgage  finance  in  the  private  sector. 


Very  truly  yours. 


D.  D.  Dammerman 

Vice  President  and  General  Manager 

Real  Estate  Financial  Services 
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